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A B S T R A C T 
From a strategic point of view, the Shanghai 
d e p a r t m e n t store industry is not attractive at p r e s e n t . 
The external environment is favourable b e c a u s e of 
the big size of urban p o p u l a t i o n , steady growth in income 
of p e o p l e , huge m a r k e t p o t e n t i a l , . good cultural 
b a c k g r o u n d , p i v o t a l g e o g r a p h i c location, and r e l a t i v e l y 
stable p o l i t i c a l e n v i r o n m e n t . N o n e t h e l e s s , the industry 
is suffering from high intensity of c o m p e t i t i o n , great 
threat of substitutes and strong b a r g a i n i n g p o w e r of 
b u y e r s . T h e . effects of c o m p e t i t i v e forces have 
o u t w e i g h e d the ones of the favorable e x t e r n a l 
e n v i r o n m e n t . The m a r k e t p o t e n t i a l is h u g e , b u t it is 
still a ''potential''. There is a long road for the m a r k e t 
p o t e n t i a l to be r e a l i z e d and e x p l o i t e d . In fact, the 
m a r k e t is not e n l a r g i n g v e r y fast, but so m a n y retailers 
have a l r e a d y r u s h e d into S h a n g h a i . It is b e l i e v e d that 
the p o s i t i v e effects of m a r k e t p o t e n t i a l have b e e n 
a c t u a l l y o v e r - e m p h a s i z e d b y m a n y p u b l i c a t i o n s . in 
a d d i t i o n , the e x i s t i n g r e g u l a t i o n s are so i n c o m p r e h e n s i v e 
that r e t a i l e r s are o p e r a t i n g in a v o l a t i l e and an 
i n c o m p l e t e r e g u l a t o r y e n v i r o n m e n t . 
V 
The o v e r a l l e f f e c t of the a b o v e f a c t o r s is n o t 
f a v o r a b l e to the e x i s t i n g f o r e i g n - i n v e s t e d d e p a r t m e n t 
s t o r e s . N e v e r t h e l e s s , t h e y s h o u l d n o t r e t r e a t from the 
m a r k e t . R a t h e r , t h e y s h o u l d p r e p a r e s u f f i c i e n t f i n a n c i a l 
r e s o u r c e s for t h e m to a f f o r d a s h o r t t e r m l o s s . L o n g 
t e r m s t r a t e g i e s s h o u l d b e f o r m u l a t e d for the b r i g h t 
f u t u r e . P o t e n t i a l n e w e n t r a n t s s h o u l d b e t t e r w a i t for 
s e v e r a l y e a r s for e x p a n s i o n a n d i m p r o v e m e n t of the r e t a i l 
s e c t o r . H o w e v e r , t h e y s h o u l d n o t s t a y a n d do n o t h i n g . 
M o r e p r e p a r a t i o n w o r k s s u c h as m a r k e t r e s e a r c h s h o u l d b e 
d o n e p r o a c t i v e l y in v e i w of the p r o m i s i n g l o n g t e r m 
p r o s p e c t s of the i n d u s t r y . 
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Retailing Trend in rhina 
Since 1979； following the implementation of the open 
door policy, the skyrocketing growth of China‘s economy 
has undoubtedly led to rapid increase in the income of 
residents in the coastal regions. Comparing 1990 with 
1978, the average annual income of urban employees rose 
from RMB615 to RMB2,140, which was a 2.5 times increase.i 
In fact, it is believed that people in China are more and 
more willing to spend their money on non-basic sufficing 
items. Meanwhile, there are now many more occasions for 
them to spend money than before. In fact, numerous 
1、、A Full view over China's Recent Consumer Market, Part 
I", Standard China Trade, (August 1992), 38. 
2 
l a r g e f o r e i g n d e p a r t m e n t s t o r e s h a v e a l r e a d y o p e n e d t h e i r 
b r a n c h e s in large c o a s t a l c i t i e s in the form of j o i n t 
v e n t u r e s w i t h the C h i n e s e e n t e r p r i s e s . 2 
On g r o u n d s of the a b o v e - m e n t i o n e d , it s e e m s that 
t h e r e are g r e a t o p p o r t u n i t i e s for f o r e i g n d e p a r t m e n t 
s t o r e s to e s t a b l i s h a f o o t h o l d in C h i n a . In the first 
six m o n t h s of 1 9 9 3 , r e t a i l s a l e s in C h i n a t o t a l e d R M B 9 6 . 3 
b i l l i o n , up 24 p e r c e n t o v e r the same p e r i o d of 1992.3 
N e v e r t h e l e s s , m a n y o b s t a c l e s are .hindering the 
d e v e l o p m e n t of the d e p a r t m e n t s t o r e i n d u s t r y . A c c o r d i n g 
to our i n t e r v i e w s w i t h s e v e r a l l o c a l and m a i n l a n d 
d e p a r t m e n t s t o r e s p r a c t i t i o n e r s a n d the s e c o n d a r y 
i n f o r m a t i o n g a t h e r e d , s e v e r a l p r o b l e m s can b e 
i d e n t i f i e d , to n a m e a few: low p r o f i t m a r g i n , s e v e r e 
c o m p e t i t i o n a m o n g the l o c a l a n d f o r e i g n r e t a i l e r s , the 
lack of m a n a g e r i a l e x p e r t i s e and p o o r i n f r a s t r u c t u r e , 
e t c . T h e r e f o r e , the b i g q u e s t i o n is: Is the i n d u s t r y 
a t t r a c t i v e ? • 
T r a d i t i o n a l l y , d e p a r t m e n t s t o r e b u s i n e s s h a s b e e n 
d o m i n a t e d b y s t a t e - o w n e d and c o l l e c t i v e l y - o w n e d 
e n t e r p r i s e s in C h i n a . in 1 9 9 2 , the S t a t e C o u n c i l h a s 
m a d e the f i r s t s t e p in the t r i a l l i b e r a l i z a t i o n of the 
2T〇 name few examples, Yaohan in Beijing, Seibu in 
Shenzhen,工setan and Sincere in Shanghai, etc. 
, 3h〇,. David and Leigh, Nancy, 、、Retail Revolution", The 
China Business -Review, (Jaunuary-February 1994}, 22. 
3 
r e t a i l s e c t o r . F o r e i g n i n v e s t e d e n t e r p r i s e s can n o w 
c o o p e r a t e w i t h local e n t e r p r i s e s to o p e n d e p a r t m e n t 
s t o r e s in B e i j i n g , S h a n g h a i , T i a n j i n , G u a n g z h o u , D a l i a n , 
Q i n g d a o and in the S p e c i a l E c o n o m i c Zones (SEZs) n a m e l y 
H a i n a n , S h e n z h e n , S h a n t o u , X i a m e n and Zhuhai.4 
O b v i o u s l y , there are g r e a t d i f f e r e n c e s a m o n g these c i t i e s 
in t e r m s of e c o n o m i c , d e m o g r a p h i c and c u l t u r a l 
c h a r a c t e r i s t i c s . T h e r e f o r e , it w i l l b e m o r e r e a l i s t i c 
a n d p r a c t i c a l to d e f i n e a g e o g r a p h i c s c o p e for our 
p r o j e c t . A m o n g t h e s e c i t i e s , w e expect" t h a t S h a n g h a i 
p o s s e s s e s the g r e a t e s t p o t e n t i a l for d e v e l o p m e n t in the 
coining d e c a d e . In fact, a c c o r d i n g to the s a l e s f i g u r e s 
in 1 9 9 2 , the first and the s e c o n d l a r g e s t s t a t e - o w n e d 
d e p a r t m e n t s t o r e , n a m e l y S h a n g h a i N o . 1 D e p a r t m e n t s t o r e 
and S h a n g h a i H u a l i a n C o m m e r c i a l B u i l d i n g are b o t h l o c a t e d 
in S h a n g h a i . A s a m a t t e r of fact, m a n y f o r e i g n b u s i n e s s 
e n t e r p r i s e s h a v e a l r e a d y e s t a b l i s h e d t h e i r d e p a r t m e n t 
s t o r e s in the c i t y , for i n s t a n c e s , L a n e C r a w f o r d , 
S i n c e r e , I s e t a n , D i c k s o n C o n c e p t s , e t c . S i n c e the r e t a i l 
s e c t o r of S h a n g h a i is s t i l l at its i n f a n t s t a g e , w e are 
v e r y i n t e r e s t e d in c o n d u c t i n g an a c a d e m i c -research to 
d i a g n o s e the a t t r a c t i v e n e s s as w e l l as the t h r e a t s for 
f u t u r e d e v e l o p m e n t of the a f o r e m e n t i o n e d b u s i n e s s . In 
s u m , the s c o p e of our p r o j e c t is c o n f i n e d to the s t u d y of 
4ibid., 23. 
4 
d e p a r t m e n t s t o r e s o w n e d b y S i n o — f o r e i g n j o i n t v e n t u r e s 
in S h a n g h a i . 
R e s e a r c h O b j e c t i v e s 
In this p a p e r , we w o u l d like to p u r s u e the f o l l o w i n g 
o b j e c t i v e s : -
i) To e x p l o r e the r e c e n t d e v e l o p m e n t and the i n t e n s i t y 
of c o m p e t i t i o n of the d e p a r t m e n t s t o r e i n d u s t r y in 
S h a n g h a i ; • 
ii) To i n v e s t i g a t e the o p p o r t u n i t i e s and t h r e a t s in 
o p e r a t i n g the b u s i n e s s in the r e g i o n ; 
iii) To e x a m i n e the i n d u s t r y a t t r a c t i v e n e s s a n d f o r e c a s t 
the f u t u r e d e v e l o p m e n t . 
In o r d e r to a c h i e v e the a b o v e o b j e c t i v e s , w e h a v e 
d i v i d e d our a n a l y s i s into two parts:‘ the E n v i r o n m e n t a l 
A n a l y s i s a n d the I n d u s t r y A n a l y s i s . B a s i c a l l y , the Five-
F o r c e M o d e l p r o p o s e d b y M i c h a e l E . P o r t e r ^ w i l l b e 
e m p l o y e d in the p a r t of I n d u s t r y A n a l y s i s . 
5 Porter, Michael E., 、、How Competitive Forces Shape 
Strategy," Harvard Business Review. (March-April 1979), 137-
14 5 • 
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CHAPTER II 
M E T H O D O L O G Y 
P r i m a r y R e s e a r c h .. 
In order to get more first-hand information from the 
d e p a r t m e n t store joint v e n t u r e s , we have arranged 
p e r s o n a l interviews with those retailers who have o p e n e d 
stores in China or who are p l a n n i n g to go into the 
m a r k e t . By i n t e r v i e w i n g w i t h those who are really 
w o r k i n g in the field, we have o b t a i n e d m o r e u p - d a t e d 
m a r k e t information as w e l l as their b u s i n e s s s t r a t e g i e s . 
B e s i d e s , we have c o l l e c t e d their own o p i n i o n s on the 
p r o b l e m s and o p p o r t u n i t i e s so that our analysis w i l l be 
m o r e c o m p r e h e n s i v e . 
B e s i d e s , we have v i s i t e d some of the d e p a r t m e n t 
stores in S h a n g h a i in June 1994 and c o n d u c t e d i n t e r v i e w s 
w i t h the e x e c u t i v e s w o r k i n g in both the joint v e n t u r e s 
and a s t a t e - o w n e d d e p a r t m e n t s t o r e . Through this v i s i t , 
o b s e r v a t i o n s were m a d e on several a s p e c t s , w h i c h 
6 
b a s i c a l l y i n c l u d e d the l o c a t i o n s of the s t o r e s , the store 
l a y o u t , p e d e s t r i a n t r a f f i c , p r o m o t i o n a l t o o l s , point一of— 
p u r c h a s e , the a t t i t u d e s of the s a l e s p e r s o n s as w e l l as 
the g e n e r a l p r o f i l e of c o n s u m e r s . T h u s , it is b e l i e v e d 
that the p r i m a r y r e s e a r c h can d e f i n i t e l y h e l p us in 
u n d e r s t a n d i n g m o r e about the e n v i r o n m e n t in w h i c h the 
s t o r e s are o p e r a t i n g . 
I n t e r v i e w s w i t h the f o l l o w i n g o r g a n i z a t i o n s w e r e 
c o n d u c t e d : - -
In S h a n g h a i 
W i n g s D e p a r t m e n t S t o r e , The A d s a l e G r o u p 
H o n g K o n g Trade D e v e l o p m e n t C o u n c i l 
Jinj iang D i c k s o n C e n t r e 
The S h a n g h a i S i n c e r e C o m p a n y L i m i t e d 
S h a n g h a i N o . 1 D e p a r t m e n t S t o r e 
I s e t a n D e p a r t m e n t S t o r e 
In H o n g K o n g • 
• IHD H o l d i n g s L i m i t e d 
The S i n c e r e D e p a r t m e n t S t o r e s (China) L t d . 
C h i n e s e A r t s and C r a f t s (H.K.) L t d . 
W i n g s D e p a r t m e n t S t o r e , The A d s a l e G r o u p 
7 
Secondary Research 
S e c o n d a r y information from various sources which 
include b o o k s , statistical yearbooks, journals, 
n e w s p a p e r s clippings were collected from the libraries, 
Trade Development Council offices in Hong Kong and 
Shanghai as w e l l as the A s i a n Pacific Institute of 
B u s i n e s s . This kind of information is used in the 
following areas of our project: 
i) E n v i r o n m e n t a l information of Shanghai and China; 
ii) China's p o l i c i e s and regulations towards the retail 
sector and the impacts of those p o l i c i e s on the foreign-
invested d e p a r t m e n t stores (FIDSs); 
iii) Industry analysis w h i c h includes i n f o r m a t i o n about 
substitutes and p o t e n t i a l new entrants and their impacts 
on the incumbent firms, and the b a r g a i n i n g p o w e r of 
suppliers and b u y e r s as w e l l as the e x i s t i n g c o m p e t i t o r s 




To date, several papers have been written on the 
retailing reform and trends after the implementation of 
the economic reform in 1979. However, owing to the rapid 
pace of changes in the retailing environment in China, 
some of the articles are outdated. In general, related 
literature can be broadly divided into two categories: 
the first category includes those which are generally 
descriptive in nature and mainly focus on the development 
of the retailing industry in China, while the second type 
includes the articles that discussed retail m a n a g e m e n t 
under the scope of developing and sustaining competitive 
a d v a n t a g e s . 
A m o n g the literature which focus on China's 
retailing industry, M u n (1988) gave a clear analysis on 
Chinese retailing in a changing e n v i r o n m e n t . In the 
article, trends in the retail market since economic 
reform were d i s c u s s e d . In essence, retail sales in the 
rural m a r k e t s , individual traders and the 
9 
d e m a n d for q u a l i t y c h i l d r e n ' s p r o d u c t s h a d b e e n g r o w i n g 
r a p i d l y . B e s i d e s , it w a s s t a t e d that c o n s u m e r s in C h i n a 
t e n d e d to p r e f e r o l d and w e l l - k n o w n b r a n d s of S h a n g h a i 
m a n u f a c t u r e r s as t h e i r first p r i o r i t y . C o n s u m e r s also 
c o n s i d e r e d the i m p o r t e d goods a s y m b o l of s t a t u s and 
m o d e r n i t y . B e s i d e s , the s t a t e - o w n e d d e p a r t m e n t s t o r e s 
h a v e s t a r t e d to u p - g r a d e t h e m s e l v e s b y e s t a b l i s h i n g an 
a c c o u n t a b i l i t y s y s t e m and i m p r o v e t h e i r s e r v i c e s . A l s o , 
it w a s a r g u e d that the d e v e l o p m e n t of the C h i n e s e r e t a i l 
m a r k e t d i d n o t c o n f o r m to the ''Wheel "of Retailing'' 
h y p o t h e s is, w h i c h s t a t e d that n e w t y p e s of r e t a i l e r s 
g e n e r a l l y e n t e r the m a r k e t as l o w - s t a t u s , l o w - m a r g i n , a n d 
l o w - p r i c e o p e r a t o r s . F i n a l l y , future t r e n d s in C h i n e s e 
r e t a i l i n g w e r e also d i s c u s s e d . The a u t h o r b e l i e v e d t h a t 
the d e p a r t m e n t s t o r e s in large c i t i e s w o u l d p r o b a b l y 
i n c r e a s e t h e i r s e r v i c e s to the c u s t o m e r s a n d the u s e of 
c o m p u t e r s y s t e m s . B e s i d e s , n o n - s t o r e r e t a i l i n g m e t h o d s 
s u c h as v e n d i n g m a c h i n e s a n d m a i l - o r d e r w o u l d a l s o h a v e a 
p o t e n t i a l to b e d e v e l o p e d in c e r t a i n a r e a s . ^ 
H a r r i s and Q i a n g (1990) a d d r e s s e d the i s s u e from a 
s i m i l a r p e r s p e c t i v e in t h e i r a r t i c l e in w h i c h r e t a i l i n g 
r e f o r m a n d t r e n d s in C h i n a w e r e d i s c u s s e d . N o n e t h e l e s s , 
t h e y e m p h a s i z e d on i n t r o d u c i n g the s t r u c t u r e a n d p a t t e r n s 
of r e t a i l i n g o r g a n i z a t i o n s a n d the r e f o r m s in the 
6Mun, Kin-chok, "Chinese Retailing in a Changing 
Environment" in Transactional Retailing, Kaynak E., ed. 
(Berlin: Walter de Gruyter & Co. , 1 9 8 8 ) . ‘ . 
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r e t a i l i n g s y s t e m in C h i n a . In p a r t i c u l a r , the issue of 
the t r a n s f e r of r e t a i l i n g k n o w - h o w w a s d i s c u s s e d . In the 
a r t i c l e , it w a s m e n t i o n e d that the t r a n s f e r of r e t a i l i n g 
k n o w - h o w from o t h e r c o u n t r i e s , i n c l u d i n g the m a n a g e r i a l 
and t e c h n i c a l d i m e n s i o n , c o u l d b e an i m p o r t a n t factor to 
the d e v e l o p m e n t of r e t a i l i n g in C h i n a . F r o m the a u t h o r s ' 
p o i n t of v i e w , one p o s s i b l e t r e n d w a s that t h e r e w o u l d b e 
g r a d u a l r e t a i l i n n o v a t i o n s in C h i n a b e c a u s e of t h r e e 
f a c t o r s : f i r s t l y , the g r o w i n g l e v e l of e d u c a t i o n a m o n g 
c i t y p e o p l e e n a b l e s t h e m to w e l c o m e n e w i d e a s and a m o r e 
W e s t e r n l i f e s t y l e h a s b e g u n to b e a d o p t e d . S e c o n d l y , the 
n u m b e r of f o r e i g n r e t a i l e r s s e e k i n g to d e v e l o p an 
i n t e r n a t i o n a l p r e s e n c e w o u l d c o n t i n u e to g r o w . F i n a l l y , 
the l a r g e s t a t e - o w n e d d e p a r t m e n t s t o r e s w o u l d b e m o r e 
l i k e l y to i n c r e a s e the use of c o m p u t e r s y s t e m s and o t h e r 
a d v a n c e d t e c h n o l o g y for t h e i r a d m i n i s t r a t i o n and s e l l i n g 
in o r d e r to i m p r o v e t h e i r e f f i c i e n c y . B a s i c a l l y , t h i s 
w a s in line w i t h the v i e w p o i n t of M u n (1988) as d i s c u s s e d 
above.， . 
The s e c o n d t y p e of l i t e r a t u r e , w h i c h w a s w r i t t e n 
from- the p e r s p e c t i v e of s t r a t e g i c m a r k e t i n g , m a i n l y 
c o n c e n t r a t e d on the d i s c u s s i o n of d e v e l o p i n g a n d 
s u s t a i n i n g c o m p e t i t i v e a d v a n t a g e s in the r e t a i l i n g 
b u s i n e s s . E l l i s a n d K e l l e y (1992) c o n s i d e r e d e m p i r i c a l l y 
7gu〇, Qiang and Phil, Harris, "Retailing Reform and 
Trends in China", International Journal of Retail and 
Distribution Management, vol. 18, no. 5 ( 1 9 9 0、 3 1 --^q 
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Porter‘s c o n c e p t u a l i z a t i o n of c o m p e t i t i v e a d v a n t a g e s and 
its c o m p o n e n t s in r e t a i l i n g . N o t w i t h s t a n d i n g , the 
r e s e a r c h i d e n t i f i e d and m e a s u r e d the d i f f e r e n c e s b e t w e e n 
a v e r t i c a l l y i n t e g r a t e d c h a i n of d r u g s t o r e s and a g r o u p 
of c o m p e t i n g i n d e p e n d e n t d r u g s t o r e s on the p e r f o r m a n c e s 
of c o s t - b a s e d and d i f f e r e n t i a t i o n - b a s e d v a r i a b l e s . 8 
M a x i m o v and G o t t s c h l i c h (1993), on the o t h e r h a n d , 
d i s c u s s e d the w a y s to gain a s u s t a i n a b l e c o m p e t i t i v e 
a d v a n t a g e in r e t a i l i n g . In t h e i r o p i n i o n , the a t t a i n m e n t 
of a p e r m a n e n t c o m p e t i t i v e a d v a n t a g e "required the 
s i m u l t a n e o u s o p t i m i z a t i o n of t h r e e f a c t o r s 一 t i m e , c o s t 
and q u a l i t y . In a d d i t i o n , the w a y s to i m p l e m e n t time-
c o s t - q u a l i t y l e a d e r s h i p s t r a t e g i e s w e r e also c o n f e r r e d . ^ 
On g r o u n d s of the l i t e r a t u r e r e v i e w , n o n e of the 
a u t h o r s has c h o s e n a r e g i o n a l a n a l y s i s on the 
a t t r a c t i v e n e s s of the r e t a i l i n d u s t r y as the h u b of t h e i r 
a r t i c l e s . In p a r t i c u l a r , l i t t l e r e s e a r c h h a s b e e n d o n e 
on the d e v e l o p m e n t of a p a r t i c u l a r r e t a i l o r g a n i z a t i o n a l 
‘type - f o r e i g n - i n v e s t e d d e p a r t m e n t s t o r e s (FIDSs) - in 
the C h i n a m a r k e t . T h e r e f o r e , w e w i l l t r y to a d d r e s s the 
i s s u e a n d a n a l y z e the i n d u s t r y a t t r a c t i v e n e s s of the 
^Ellis, Brien and Kelley, Scott W . , "Competitive 
Advantage in Retailing”， The International Review of Retail 
Distribution and Consumer Research, vol. 2,(1992), 381-395. 
% a z i m o v , Jurgeon and Gottschlich, Hendrik "Time-Cost-
Quality Leadership - New Ways to Gain a Sustainable 
Competitive Advantage in Retailing", International Journal of 
Retail and Distribution Management, v o l . ~ ^ ~ ^ ~ ~ 4 (1993) 
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C H A P T E R IV 
E N V I R O N M E N T A L A N A L Y S I S 
P o l i t i c a l Environment' -
The p o l i t i c a l e n v i r o n m e n t of S h a n g h a i is b e l i e v e d to 
b e r e l a t i v e l y s t a b l e . M o r e i m p o r t a n t l y , m a n y i n f l u e n t i a l 
p o l i t i c a l figures came from S h a n g h a i . For e x a m p l e , J i a n g 
Z e m i n , Zhu R o n g j i , W a n g j u and W u B a n g g u o ^ O . T h e s e p e o p l e 
h a v e w i d e s p r e a d i n f l u e n c e in b o t h the c o m m u n i s t p a r t y and 
the c e n t r a l g o v e r n m e n t . In f a c t , m a n y p o l i t i c a l a n a l y s t s 
s a i d t h a t the ''Shanghai G r o u p " w i l l b e o n e of the 
d o m i n a t i n g forces in Z h o n g N a n H a i . r 丄 
-10 Zhu Rongji and Wu Bangguo are vice premiers while 
Jiang Zemin is the President of PRC. 
11 It is the residence of central government and party 
leaders in Beijing. It is widely understood that the term 
represents the core of political power in China 
14 
Since Shanghai is the p o l i t i c a l root and foundation 
of these influential government and p a r t y leaders, it is 
reasonable for us to state that they are m o r e willing to 
p r o t e c t the interests of S h a n g h a i . R e l a t i o n s h i p s and 
affiliations are essential in the Chinese s o c i e t y . 
T h e r e f o r e , if Shanghai is ruined, the interests and 
future of these p o l i t i c a l giants w i l l also be h u r t . A s a 
result, we believe that the central government w i l l try 
their best to p r o t e c t Shanghai's interests and stabilize 
its p o l i t i c a l e n v i r o n m e n t . In fact, the •importance of 
Shanghai can be reflected b y Deng Xiao Ping's several 
visits to the city during the Lunar New Year iir the p a s t 
few y e a r s . 
In view of the a b o v e - m e n t i o n e d , it is b e l i e v e d that 
the Shanghai's economy w i l l be s h e l t e r e d b y those 
p o l i t i c a l l e a d e r s . In short, the FIDSs are facing a 
r e l a t i v e l y stable p o l i t i c a l e n v i r o n m e n t w h i c h facilitates 
the inflow of capital and t e c h n o l o g y . . 
H i s t o r i c a l E n v i r o n m e n t 
The d e p a r t m e n t store industry has a v e r y long . 
h i s t o r y in S h a n g h a i . For e x a m p l e , S i n c e r e and w i n g On 
have e s t a b l i s h e d their o p e r a t i o n s in S h a n g h a i in the 
early p e r i o d of this c e n t u r y . A l t h o u g h S h a n g h a i is 
always one of the i m p o r t a n t cities in the c o n t e m p o r a r y 
15 
C h i n e s e h i s t o r y , the g o v e r n m e n t l e a d e r s u s u a l l y r e g a r d it 
as an ''economic'' c i t y r a t h e r than a ''political" c i t y 
a c c o r d i n g to some of our i n t e r v i e w e e s . A c t u a l l y , if 
S h a n g h a i does n o t p o s s e s s a s o u n d h i s t o r i c a l r e c o r d in 
e c o n o m i c d e v e l o p m e n t , the p r e s e n t C h i n e s e g o v e r n m e n t 
m i g h t n o t h a v e p u t so m u c h r e s o u r c e s to d e v e l o p the 
P u d o n g a r e a . W i t h its own u n i q u e h i s t o r i c a l b a c k g r o u n d 
in e c o n o m i c d e v e l o p m e n t , S h a n g h a i does n o t h a v e to s t a r t 
from s c r a t c h . 
F u r t h e r m o r e , S h a n g h a i is one of the m o s t p r o s p e r o u s 
c i t i e s in C h i n a and c o n t r i b u t e d n e a r l y 10 p e r c e n t of the 
c o u n t r y ' s r e v e n u e in 199312, t h e r e f o r e , the c e n t r a l 
g o v e r n m e n t is u s u a l l y v e r y c a r e f u l in f o r m u l a t i n g 
e c o n o m i c p o l i c y for S h a n g h a i . If w e r e v i e w the e c o n o m i c 
h i s t o r y of S h e n z h e n (or the G u a n g d o n g p r o v i n c e ) a n d 
S h a n g h a i , an i n t e r e s t i n g p a t t e r n can b e o b s e r v e d . 
G e n e r a l l y , S h e n z h e n (or the G u a n g d o n g p r o v i n c e ) is the 
l a b o r a t o r y for n e w i d e a s or c o n c e p t s . .Once the ideas or 
c o n c e p t s are t e s t e d , t h e y w i l l b e i m p r o v e d , m o d i f i e d a n d 
i m p l e m e n t e d in S h a n g h a i . The s t o c k e x c h a n g e -market a n d 
Sino二foreign r e s i d e n t i a l p r o p e r t y p r o j e c t s are two of the 
e x a m p l e s . C o n s e q u e n t l y , the c h a n c e s of f a i l u r e w i l l b e 
l o w e r e d if S h a n g h a i e v e n t u a l l y is to i m p l e m e n t s i m i l a r 
k i n d s of p r o j e c t s . 
12 Shanghai Tongjiju, Shanghai Tongji Nianjian 1994, 
(Shanghai : Zhongguo Tongji Chubanshe, 1994), 13. ‘ 
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G e o g r a p h i c a l E n v i r o n m e n t 
S h a n g h a i is a c o a s t a l c i t y and is s i t u a t e d at the 
e n d of the Y a n g t z e R i v e r . T r a d i t i o n a l l y , it is one of 
the i m p o r t a n t c o a s t a l c i t i e s for t r a d i n g and 
t r a n s p o r t a t i o n n o d e . In a d d i t i o n to the i n l a n d e r s , 
p e o p l e from the e a s t e r n c o a s t a l w a y s go to S h a n g h a i for 
b u s i n e s s r e a s o n s . It is c o m m o n l y b e l i e v e d that S h a n g h a i 
is the e n t r e p o t in e a s t e r n C h i n a a n d it also h a s a h u g e 
t r a n s i e n t p o p u l a t i o n of a b o u t two m i l l i o n . The c i t y is 
t r a d i t i o n a l l y an i m p o r t a n t d i s t r i b u t i o n c e n t r e of 
c o n s u m e r p r o d u c t s for m a n y p r o v i n c e s , n o t o n l y the n e a r b y 
p r o v i n c e s , b u t also the i n t e r i o r , f a r - a w a y p r o v i n c e s such 
as S i c h u a n and Yuannan.l3 The t r a n s i e n t p o p u l a t i o n m a y 
b r i n g m o n e y to or m a k e m o n e y in S h a n g h a i . A s a r e s u l t , 
t h e y w i l l b e the p o t e n t i a l c u s t o m e r s to d e p a r t m e n t 
s t o r e s . In fact, some i n l a n d e r s m a y go to S h a n g h a i q u i t e 
f r e q u e n t l y s i n c e t h e i r h o m e t o w n s are less d e v e l o p e d w i t h 
r a t h e r l i m i t e d s u p p l y of c o n s u m e r p r o d u c t s . 
C o n s e q u e n t l y , the p i v o t a l g e o g r a p h i c l o c a t i o n of S h a n g h a i 
p o s e s a n a t u r a l a d v a n t a g e for the c i t y to d e v e l o p its 
r e t a i l s e c t o r . 
I 
13 The China's Consumer Market, (Hong Kong: Trade 
Development C o u n c i l , S e p t e m b e r 1993),~T. 
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S o c i o - c u l t u r a l E n v i r o n m e n t 
T r a d i t i o n a l l y , the S h a n g h a i p e o p l e h a v e a g r e a t e r 
e x p o s u r e to n e w c o n c e p t s . R e l a t i v e l y s p e a k i n g , it is 
b e l i e v e d that t h e y are also m o r e r e c e p t i v e to w e s t e r n 
i d e a s . A c c o r d i n g to the m a n a g i n g d i r e c t o r of the J o y c e 
B o u t i q u e H o l d i n g s , R o b e r t o D o m i n i c i , 、、the p e o p l e of 
S h a n g h a i h a v e a h i g h e r u n d e r s t a n d i n g of f a s h i o n t h a n 
t h o s e in o t h e r C h i n e s e c i t i e s " . T h e r e f o r e , this k i n d 
of m e n t a l i t y of the c i t i z e n s can d e f i n i t e l y f a c i l i t a t e 
the d e v e l o p m e n t of the d e p a r t m e n t s t o r e i n d u s t r y in the 
r e g i o n . 
M o r e o v e r , p e o p l e in the c o a s t a l r e g i o n s c o n c e r n m o r e 
a b o u t p r e s t i g e . P e o p l e in S h a n g h a i like to s h o w - o f f 
t h e m s e l v e s . 、、N〇 one w a n t s to b u y a p a i r of N i k e s n e a k e r s 
t h a t c o s t R M B 2 00 b e c a u s e t h e y t h i n k t h e y are fake''. 
O w i n g to the e c o n o m i c d e v e l o p m e n t in r e c e n t y e a r s , 
c o r r u p t i o n is a s e r i o u s p r o b l e m and some of the p o l i t i c a l 
l e a d e r s h a v e s h o w n t h e i r c o n c e r n s t o w a r d s t h i s p r o b l e m . 
N o n e t h e l e s s , some r e t a i l e r s b e l i e v e t h a t t h i s s o c i a l 
• « 
p r o b l e m o f f e r s o p p o r t u n i t i e s to the d e p a r t m e n t s t o r e 
l^wachs, Esther, 、、Born to Shop: Shanghai Consumers 
Keeps on Spending", Far Eastern Economic Review, (August 19, 
1993) , 45. ~ 
15ibid., 44. 
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i n d u s t r y . In fact, a l o n g s i d e w i t h the d e v e l o p m e n t of the 
c i t i e s and the e n t e r t a i n m e n t b u s i n e s s e s such a.s n i g h 七 
c l u b s , d a n c e clubs and k a r a o k e s , the g o v e r n m e n t o f f i c i a l s 
h a v e m o r e c h a n n e l s to earn some so c a l l e d ''pocket m o n e y " 
and t h o s e w h o are e n g a g e d in the e n t e r t a i n m e n t b u s i n e s s e s 
can also e a r n q u i t e a large a m o u n t of i n c o m e . T h e r e f o r e , 
t h e y w i l l h a v e a h i g h e r p r o p e n s i t y to c o n s u m e and t h o s e 
w o m e n w h o e n g a g e d in the e n t e r t a i n m e n t i n d u s t r y are m u c h 
m o r e w i l l i n g to p u r c h a s e h i g h - e n d c l o t h i n g , c o s m e t i c s a n d 
j e w e l r y . A c c o r d i n g to a r e t a i l e r , t h e i r sale p e r f o r m a n c e 
h a s d r o p p e d s h a r p l y a f t e r the a n t i - c o r r u p t i o n a n d the 
a n t i - p r o s t i t u t i o n c a m p a i g n s in S h a n g h a i . 
R e g u l a t o r y E n v i r o n m e n t 
R e g u l a t i o n s for F I D S s 
In O c t o b e r 1 9 9 2 , the S t a t e C o u n c i l i s s u e d r u l e s for 
f o r e i g n i n v e s t m e n t in the t r i a l l i b e r a l i z a t i o n of the 
r e t a i l s e c t o r in B e i j i n g , S h a n g h a i , T i a n j i n , G u a n g z h o u , 
D a l i a n a n d Q i n g d a o , a n d the five S p e c i a l E c o n o m i c Z o n e s 
(SEZs) . In p r i n c i p l e , e a c h of the s p e c i f i e d c i t i e s a n d 
zones m a y r e c o m m e n d two l a r g e f o r e i g n - f u n d e d r e t a i l 
c e n t e r s to the S t a t e C o u n c i l for a p p r o v a l . The f o r e i g n 
p a r t n e r m a y b e the m a j o r i t y s h a r e h o l d e r b u t w h o l l y 
f o r e i g n - o w n e d r e t a i l e n t e r p r i s e s are n o t p e r m i t t e d . 
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FIDSs are e s t a b l i s h e d and o p e r a t e d u n d e r the same 
r e g u l a t i o n s as m a n u f a c t u r i n g foreign— i n v e s t e d e n t e r p r i s e s 
(FIEs) , w i t h some e x c e p t i o n s ! ^ : -
i) T h o s e s e e k i n g to e s t a b l i s h an FIDS m u s t s u b m i t 
s t a n d a r d j o i n t - v e n t u r e d o c u m e n t s for S t a t e C o u n c i l 
a p p r o v a l v i a the local g o v e r n m e n t . The M i n i s t r y of 
F o r e i g n T r a d e and E c o n o m i c C o o p e r a t i o n (MOFTEC) w i l l 
e x a m i n e the q u a l i f i c a t i o n s of the C h i n e s e a n d f o r e i g n 
j o i n t - v e n t u r e . • 
ii) The b u s i n e s s scope of FIDSs is l i m i t e d to the 
s e l l i n g of g e n e r a l m e r c h a n d i s e . The F I D S s m a y n o t 
o p e r a t e w h o l e s a l e b u s i n e s s e s or act as i m p o r t - e x p o r t 
a g e n t s , b u t can i m p o r t and e x p o r t g o o d s to b e s o l d in 
t h e i r o w n r e t a i l e s t a b l i s h m e n t s . 
iii) C e n t r a l g o v e r n m e n t - a p p r o v e d F I D S s , w h i c h is 
c o m m o n l y c a l l e d j o i n t v e n t u r e d e p a r t m e n t s t o r e s m a y 
i m p o r t g e n e r a l m e r c h a n d i s e d i r e c t l y , a l t h o u g h t h e i r 
a n n u a l i m p o r t v o l u m e m a y n o t e x c e e d 30 p e r c e n t of t o t a l 
r e t a i l s a l e s for t h a t y e a r . The i m p o t t of h o u s e h o l d 
e l e c t r i c a p p l i a n c e s , c o s m e t i c s , c i g a r e t t e s , a n d a l c o h o l i c 
a n d o t h e r b e v e r a g e s m u s t b e in a c c o r d a n c e w i t h r e l e v a n t 
r e g u l a t i o n s . 
16 Ho and Leigh, 23. 
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iv) E x p o r t s b y FIDSs m u s t also c o m p l y w i t h r e l e v a n t 
r e g u l a t i o n s . E x p o r t s of state一controlled m e r c h a n d i s e 
such as p e t r o l e u m are p r o h i b i t e d . FIDSs m u s t r e p o r t to 
M O F T E C a n n u a l l y for e x a m i n a t i o n and a p p r o v a l of any 
e x p o r t l i c e n s e s for m e r c h a n d i s e u n d e r q u o t a or l i s t e d 
u n d e r the S t a t e p l a n , such as l i v e s t o c k , s e a f o o d , f r u i t , 
r i c e , and b a r l e y . • 
V) E x c e p t for items such as c o a l , g a s , a n d 
m i n e r a l s , the p r i c e s of w h i c h are c o n t r o l l e d b y n a t i o n a l 
or l o c a l c o m m o d i t y p r i c e a u t h o r i t i e s , r e t a i l e n t e r p r i s e s 
m a y set p r i c e s for t h e i r m e r c h a n d i s e . -
Tax R e g i m e for the F I D S s 
Tax h o l i d a y s g r a n t e d to p r o d u c t i o n FIEs u n d e r the 
U n i f i e d I n c o m e Tax L a w are n o t a p p l i c a b l e to F I D S s , w i t h 
e x c e p t i o n of t h o s e l o c a t e in the S E Z s . F o r e i g n - i n v e s t e d 
e n t e r p r i s e s in the s e r v i c e s e c t o r - i n c l u d i n g r e t a i l 
j o i n t v e n t u r e s 一 e n j o y an o n e - y e a r tax e x e m p t i o n f o l l o w e d 
b y a t w o - y e a r p e r i o d at a 50 p e r c e n t r e d u c t i o n . A l o c a l 
• « 
g o v e r n m e n t can e x e m p t or r e d u c e a r e t a i l v e n t u r e ' s l o c a l 
i n c o m e t a x . In P u d o n g , for e x a m p l e , l o c a l r e g u l a t i o n s 
s t i p u l a t e t h a t F I D S s are e x e m p t e d from l o c a l i n c o m e tax 
u n t i l the y e a r 2 0 0 0 . P r i o r to J a n u a r y 1, 1 9 9 4 , F I D S s 
h a v e b e e n s u b j e c t to C o n s o l i d a t e d I n d u s t r i a l a n d 
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C o m m e r c i a l Tax (CICT) at the rate of 5.05% of g r o s s sales 
r e c e i p t s . 
U n d e r the new tax law w h i c h b e c a m e e f f e c t i v e from 
J a n u a r y 1, 1994 o n w a r d s , b o t h f o r e i g n and d o m e s t i c 
e n t e r p r i s e s are n o w s u b j e c t to the same tax r e g i m e . ciCT 
h a s b e e n a b o l i s h e d and r e p l a c e d w i t h a n e w v a l u e - a d d e d 
tax (VAT) and m o s t g o o d s are s u b j e c t to a s t a n d a r d rate 
of 1 7 % . For m o s t c o m p a n i e s , the tax r e f o r m w i l l h a v e a 
s t r o n g i m p a c t on c o m p l i a n c e p r o c e d u r e s . - A c c o r d i n g to 
C h i n e s e tax a u t h o r i t i e s , f o r e i g n firms m u s t take a. nuitiJDer 
of s t e p s to s a t i s f y the n e w r e q u i r e m e n t s . F i r s t l y , all 
f o r e i g n firms o p e r a t i n g in C h i n a m u s t r e g i s t e r w i t h t h e i r 
l o c a l C h i n e s e tax a u t h o r i t i e s to r e c e i v e a V A T n u m b e r and 
c e r t i f i c a t e . U n l i k e the s i t u a t i o n in m a n y W e s t e r n 
c o u n t r i e s , b u s i n e s s e s in C h i n a are f o r b i d d e n b y law from 
p r i n t i n g t h e i r own V A T i n v o i c e s . I n s t e a d , f o r e i g n 
c o m p a n i e s m u s t a c q u i r e V A T i n v o i c e s f r o m PRC tax 
a u t h o r i t i e s . The tax a u t h o r i t i e s w i l l . r e c o r d the t o t a l 
n u m b e r of V A T i n v o i c e s i s s u e d to e a c h b u s i n e s s ; all 
u n u s e d or v o i d e d i n v o i c e s m u s t b e r e t u r n e d to tax 
a u t h o r i t i e s p e r i o d i c a l l y . B e s i d e s , there' w i l l b e r a n d o m 
a u d i t s d e s i g n e d to c h e c k if the r i g h t a m o u n t of V A T is 
b e i n g p a i d to a u t h o r i t i e s on s c h e d u l e . 1 8 
17 Ibid., 23. 
18 Peck, Joyce, Kung, Peter and Ho, Khoon-Ming, ''Enter 
the VAT", The China Business Review, (January-February 
1994) , 42. 
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Under the new V A T , FIDSs have been affected since 
VAT is a tax ultimately borne by the final consumers of 
each p r o d u c t . In fact, VAT is levied and c o l l e c t e d b a s e d 
on the value added to goods at each stage of the 
p r o d u c t i o n cycle, except those b u s i n e s s e s o p e r a t i n g in 
industries selling products for w h i c h the old CICT rate 
was lower than the new VAT rate, e . g . m a n u f a c t u r e r s of 
electrical appliances, most other b u s i n e s s e s , including 
the retail FIEs are a f f e c t e d . In fact, p r e v i o u s m a r k - u p 
can be m a i n t a i n e d only if retail prices' are- increased or 
the companies can further decrease costs in other 
a s p e c t s . But in order to stay c o m p e t i t i v e , some firms 
m a y choose not to increase the p r i c e s , so p r o f i t m a r g i n s 
w i l l be further eroded, w h i c h reduces the a t t r a c t i v e n e s s 
of the i n d u s t r y . 
N e v e r t h e l e s s , according to our p r i m a r y r e s e a r c h , VAT 
is not the m a j o r concern of the F I D S s . A c c o r d i n g to one 
of the r e t a i l e r s , the d i f f e r e n c e of tax p a y a b l e b y the 
FIDSs under the old and new tax system is o n l y about 7 
p e r c e n t , w h i c h does not lead to a s i g n i f i c a n t rise in 
retai-l p r i c e s . M o r e i m p o r t a n t l y , their •concerns m a i n l y 
rest on the stability of the regulations imposed on the 
retail s e c t o r . In fact, 
since the retail sector has o n l y 
b e e n l i b e r a l i z e d for less than three y e a r s , m a n y 
e x e c u t i v e s b e l i e v e that the g o v e r n m e n t is still 
''experimenting" d i f f e r e n t kinds of m e a s u r e s and they 
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expect that the rules and regulations for FIDSs will 
remain volatile in the coming few years. Besides, 
Shanghai has been strict and prompt in applying the new 
rules. Foreign enterprises have no choice but to comply 
with the rules and this may affect their marketing 
strategies and plans for future development that are 
formulated beforehand. Under this circumstance, 
attractiveness of the industry is adversely affected. 
Co-operative Joint Ventures Approved by the Municipal 
Government 
According to the rules issued by the State Council, 
only two foreign department stores can be opened in any-
one of the trial cities. Nevertheless, all of the 
existing FIDSs in Shanghai were established in a form of 
co-operative joint ventures approved by the municipal 
government. In fact, the two State Council approved 
stores, namely Yaohan International and the China 
Resources Group of Hong Kong, still have not yet 
commenced businesses. The municipal government can 
approve such kind of co-operative joint ventures if the 
total investment amount for the project does not exceed 
ten million US Dollar. Basically, this kind of stores 
have to obey the tax regime as mentioned in the previous 
section, but the major differences lie between the joint 
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ventures approved by the State Council and the m u n i c i p a l 
government are that firstly, the latter ones do not have 
its own import right and secondly, they cannot enjoy the 
all tax exemption enjoyed b y the former type of joint 
v e n t u r e s . 
Since the m u n i c i p a l government has the right to 
approve the co-operative joint v e n t u r e s , we b e l i e v e this 
poses opportunities for the foreign enterprises w h i c h are 
interested in forming co-operative joint v e n t u r e s in the 
t e r r i t o r y . H o w e v e r , there are several d i s a d v a n t a g e s in 
forming such kind of department stores w h i c h curtail the 
a t t r a c t i v e n e s s of the i n d u s t r y . • Firstly, since the 
stores w i l l not have their own import r i g h t s , they have 
to import the m e r c h a n d i s e through the a g e n t s . This 
d e f i n i t e l y increases the cost of goods sold as the 
companies have to p a y for the agency c o s t s . 
B e s i d e s , their b u s i n e s s e s are b e l i e v e d to be m o r e 
v o l a t i l e since they are not formally a p p r o v e d b y the 
State C o u n c i l . Thus in case if the State C o u n c i l 
realrzes any c o n t r a d i c t i o n b e t w e e n the p o l i c i e s ' of the 
C o u n c i l and the m u n i c i p a l g o v e r n m e n t , or if there are 
great d e v i a t i o n s b e t w e e n o p e r a t i o n s of the stores and the 
central g o v e r n m e n t ' s e x p e c t a t i o n s , this kind of co 一 
o p e r a t i v e joint v e n t u r e s w i l l be the first to be 
a f f e c t e d . 
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D e m o g r a p h i c E n v i r o n m e n t 
P o p u l a t i o n 
P o p u l a t i o n size and p o p u l a t i o n g r o w t h rate 
In 1 9 9 3 , p o p u l a t i o n of S h a n g h a i w a s a b o u t 12.9 
m i l l i o n , a g r o w t h of 0.42 p e r c e n t from the year b e f o r e . 
P o p u l a t i o n g r o w t h rates w e r e all b e l o w 1 p e r c e n t from 
1989 to 1993 and w e r e lower t h a n the p o p u l a t i o n g r o w t h 
rate of the w h o l e c o u n t r y as d e p i c t e d in T a b l e 1. 
N a t u r a l i n c r e a s e d r o p p e d from 0.54 p e r c e n t in 1992 to 
n e g a t i v e 0.80 p e r c e n t in 1993,20 and it w a s the l o w e s t 
a m o n g o t h e r large c i t i e s and the c o u n t r y ' s a v e r a g e in 
1992 as s h o w n in T a b l e 2 . 
«... , ‘ 
19 Shanghai Tongji Nianjian 1994, 20. 
20 工 b i d . , 4 3 . 
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TABLE 10 
POPULATION AND POPULATION GROWTH IN SHANGHAI AND CHINA 
FROM 1989 TO 1993 
Year Shanghai's Shanghai's China's China's 
Population Population Population Population 
Growth Rate Growth 
Rate 
(in million) (%) (in million) (';!>) 
1989 12.7645 1127.04 
1990 12.8335 0.54 1143.33 1.45 
1991 12.8720 0.30 11.58.23. 1.30 
1992 12.8937 0.17 1171.71 1.16 
1993 12.9474 0.42 1185.17 1.15 
Source: Shanghai Tongji Nianjian 1994, 20. 
Guojia Tongjiju, Zhongguo Tongjizheyao, (Beijing: 
Zhongguo Tongj i Chubanshe, 1994), 19. 
TABLE 2 
BIRTH RATE, DEATH RATE AND NATURAL INCREASE OF SHANGHAI 
AND SELECTED REGIONS IN 1992 
(IN PERCENTAGE) 
Region Birth Rate Death Rate Natural 
Increase 
Beijing 9.22 6.11 3.11 
Tianjin 12.50 6.00 6.50 
Shanghai 7.28 6.74 0.54 
Guangdong 19.31 6.17 13.14 
Country's average 18.24 6.64 11.60 
•• « ' 
Source: Guojia Tongjiju Renkou Tongjiju, Zhongguo Renkou 
Tongji Nianjian 1993, (Beijing: Zhongguo Tongjiju 
Chubanshe, 1993), 4. 
All statistics in the yearbook were based on an 
annual national population sample survey 
conducted in 1992. 
27 
P o p u l a t i o n d e n s i t y and h o u s e h o l d size 
P o p u l a t i o n d e n s i t y in S h a n g h a i in 1993 w a s 2042 
p e o p l e p e r square m e t e r . 2 1 A s shown in T a b l e 3, the 
c i t y ' s p o p u l a t i o n d e n s i t y was the h i g h e s t in 1992 w h e n 
c o m p a r e d w i t h B e i j i n g , T i a n j i n and G u a n g d o n g , and it 
f u r t h e r c l i m b e d up in 1 9 9 3 . On the c o n t r a r y , h o u s e h o l d 
size w a s 3.0 in 1993 and it w a s the l o w e s t a m o n g the 
a b o v e - n a m e d c i t i e s in 1992.22 
TABLE 3 
POPULATION DENSITY IN SHANGHAI AND 
SELECTED REGIONS IN 1992 
Region Population Density 
(Number of Person per Square Meter) 




Country's average 120 
Source: Zhongguo Renkou Tongji Nianjian 1993, 405 . 
t 
21ibid., 13. 
22 Zhongguo Renkou Tongji Nianjian 1993, 405. 
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TABLE 10 
HOUSEHOLD SIZE IN SHANGHAI AND SELECTED REGIONS IN 
1992 





Country's average 3.95 
Source: Zhongguo Renkou Tongji Nianjian 1993, 31. 
On grounds of the above figures, it is obvious that 
the city is in the process of u r b a n i z a t i o n . 
Characteristics of the demographic environment in 
Shanghai are that the population growth rate remains at a 
very low level with a shrinking family size, and this 
trend will persist if the government continues its one-
child p o l i c y . One may argue that this -trend poses 
threats to retailers since their businesses‘ will be 
affected if patronage d e c r e a s e s . However, some of the 
existing retailers, as per our primary research, are very 
optimistic about the Shanghai market despite the trend of 
low population growth. Firstly, though population growth 
rate is low in recent years, there are still over 12 
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m i l l i o n people living in Shanghai, w h i c h is already a 
v e r y large m a r k e t . Secondly, p o p u l a t i o n d e n s i t y remains 
high despite the low growth rate, and according to one of 
the senior executives 〇f a. department store # who is a. 
Shanghainese h e r s e l f , believes that this is favorable to 
the development of department store i n d u s t r y . A c c o r d i n g 
to her o p i n i o n , since p o p u l a t i o n d e n s i t y is high and 
living area is u s u a l l y very small per p e r s o n , p e o p l e do 
not spend m o n e y on decorating their houses and b u y 
expensive f u r n i t u r e . Instead, they w i l l tend to b u y some 
h i g h - e n d products such as clothing and cosmetics to 
reflect their status and allow them to show off, w h i l e 
these p r o d u c t s are the b r e a d and b u t t e r of m o s t of the 
foreign invested department s t o r e s . B e s i d e s , it is 
b e l i e v e d that a high p o p u l a t i o n d e n s i t y leads to the fact 
that retailers w i l l , in general, find it easier to find 
suitable locations for the stores than those who o p e r a t e 
in s p a r s e l y - p o p u l a t e d regions, as the former ones w i l l 
w o r r y less on the p e d e s t r i a n traffic in the areas a r o u n d 
the s t o r e s . 
- I n a d d i t i o n , the shrinking h o u s e h o l d size is a 
favorable factor to the d e p a r t m e n t store i n d u s t r y . The 
c h a n g i n g family s t r u c t u r e , that is from the t r a d i t i o n a l 
e x t e n d e d family to the n u c l e a r family, implies that the 
n u m b e r of h o u s e h o l d s w i l l g r a d u a l l y i n c r e a s e . T h e r e f o r e , 
each h o u s e h o l d w i l l have to p u r c h a s e its own n e c e s s i t i e s 
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and this i n c r e a s e s the o v e r a l l d e m a n d for p r o d u c t s in the 
c i t y . This w i l l b e an o p p o r t u n i t y for the d e p a r t m e n t 
s t o r e s to c a p t u r e m a r k e t shares in such a g r o w i n g m a r k e t . 
f 
A g e s t r u c t u r e 
The p r o p o r t i o n of y o u n g p e o p l e (0 to 14 y e a r s old) 
w a s the l o w e s t a m o n g the s e l e c t e d c i t i e s . On the 
c o n t r a r y , the p r o p o r t i o n of t h o s e w h o w a s 65 y e a r s o l d or 
a b o v e w a s the h i g h e s t . 2 3 
TABLE 5 
COMPOSITION OF POPULATION IN SHANGHAI 
AND SELECTED REGIONS IN 1992*" 
(IN PERCENTAGE) 
Region/Age group 0-14 Years 15-64 Years 65 Years Old 
• Old Old or above 
Beijing 20.50 11.57 7.96 
Tianjin 23.50 69.07 7.45 
Shanghai 18.80 70.11 11.08 
Guangdong 30.69 62.42 6.89 
Country's average 27.60 66.32 6.07 
Source: Zhongguo Renkou Tongji Nianjian 1993, 18. 
b Percentage of each age group is calculated by 
dividing the number of population .in that 
particular age group by the total population in 
the region. All percentages were rounded up to 
two significant figures and so summation of the 
percentages does not end up in exactly 100 
percent for each region. 
23 ibicL, 18. 
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A m o n g t h o s e w h o w e r e b o r n in 1993, 94 p e r c e n t w a s 
the first c h i l d in the f a m i l y , w h i c h w a s a g a i n the 
h i g h e s t a m o n g the s e l e c t e d c i t i e s . 2 4 with r e s p e c t to 
this p h e n o m e n o n , m a n y of the r e t a i l e r s in the r e g i o n 
b e l i e v e that this is a 、、plus" factor to t h e i r b u s i n e s s e s . 
In fact, t h e y b e l i e v e that p e o p l e are e a g e r to p u r c h a s e 
the b e s t for the so c a l l e d ''little kings', of the 
f a m i l i e s . A n d w h e n t h e s e l i t t l e kings grow u p , t h e y w i l l 
p r o b a b l y h a v e e n o r m o u s p u r c h a s i n g p o w e r . T h u s , all t h e s e 
s u p p o r t the fact the future of the FIDSs is- p r o m i s i n g . 
TABLE 6 
PERCENTAGE OF BIRTH BY BIRTH ORDER IN SHANGHAI IN 1992。 
(IN PERCENTAGE) 
Birth Order The First The Second The Third 
• Child Child Child or 
beyond 
Beijing 88.51 10.55 0.94 
Tianjin 80.00 17.42 2.58 
Shanghai 94.00 5.11 0.81 
Guangdong 46.46 31.08 22.47 
Sample's average 58.79 . 27 . 43 13.78 
Source: Zhongguo Renkou Tongji Nianjian 1993, 
c Percentage of each category for each region was 
calculated by dividing the number in that 
. category by the total number of new born babies 
in 1993 in each region. 
24 工 b i d . , 24-25. 
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W o r k i n g P o p u l a t i o n 
The t o t a l n u m b e r of w o r k i n g p o p u l a t i o n in 1993 w a s 
7.56 m i l l i o n w i t h an u n e m p l o y m e n t rate of 2.4 p e r c e n t . 
A m o n g the w o r k i n g p o p u l a t i o n , 9.57 p e r c e n t w a s e n g a g e d in 
the p r i m a r y i n d u s t r y , w h i l e 57.98 p e r c e n t and 32.45 
p e r c e n t of t h e m w e r e e n g a g e d in s e c o n d a r y and t e r t i a r y 
i n d u s t r i e s r e s p e c t i v e l y . 2 5 For t h e c o u n t r y a s a w h o l e , 
o v e r h a l f of the w o r k i n g p o p u l a t i o n w a s e n g a g e d in the 
p r i m a r y i n d u s t r y t h o u g h r e c e n t t r e n d s h o w e d t h a t the 
p r o p o r t i o n of p e o p l e w o r k i n g in the s e c o n d a r y a n d 
t e r t i a r y i n d u s t r i e s h a v e b e e n i n c r e a s i n g as d e p i c t e d in 
T a b l e 7 . 
C o m p a r e d to the c o u n t r y ' s a v e r a g e , a l a r g e r 
p r o p o r t i o n of the S h a n g h a i p o p u l a t i o n is e n g a g e d in the 
s e c o n d a r y and t e r t i a r y s e c t o r s . In c o n t r a s t to t h o s e 
c i t i e s d o m i n a t e d b y p r i m a r y i n d u s t r y , it is e x p e c t e d t h a t 
u n d e r the c u r r e n t o p e n d o o r p o l i c y , S h a n g h a i ' s s e c o n d a r y 
a n d t e r t i a r y s e c t o r s w i l l c o n t i n u e to f l o u r i s h . T h i s 
p h e n o m e n o n p o s e s an a d v a n t a g e o u s f a c t o r to the 
d e v e l o p m e n t of the d e p a r t m e n t s t o r e i n d u s t r y s i n c e if 
f o r e i g n i n v e s t m e n t s c o n t i n u e to g r o w , m o r e a n d m o r e 
p e o p l e w i l l h a v e the c h a n c e s to w o r k in the f o r e i g n 
i n v e s t e d c o m p a n i e s . In g e n e r a l , w e e x p e c t t h a t t h e y can 
25 Shanghai Tonqji Nianjian 1994, 41. 
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earn m o r e than they did in the state-owned e n t e r p r i s e s . 
M o r e importantly, the high growth rate in the sectors 
enables a faster rate of wealth creation and accumulation 
since they are higher v a l u e - a d d e d a c t i v i t i e s . In 
addition, as m o s t of the foreigners invest in these two 
sectors, we b e l i e v e that the inflow of capital will also 
be a c c e l e r a t e d . These w i l l d e f i n i t e l y increase the 
p u r c h a s i n g power of the general p u b l i c . 
TABLE 7 
W O R K I N G POPULATION BY INDUSTRIES IN C H I N A IN 1993 
(IN PERCENTAGE) 
Year Primary S e c o n d a r y T e r t i a r y 
Industry Industry Industry 
1989 60.0 21.7 18.3 
1990 60.0 21.4 18.6 
1991 59.8 21.4 18.9 
1992 58.5 21.7 19.8 
1993 57.4 22.4 20.2 
Source: Zhongguo Tonqj izheyao, 2 0 . 
•… I 
I l l i t e r a c y Rate 
In 1993, out of the p o p u l a t i o n w h o s e age w e r e 6 
years old or above, 13.11 p e r c e n t among them w e r e 
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i l l i t e r a t e , and the rate w a s lower than the c o u n t r y ' s 
a v e r a g e of 2 0 . 6 1 p e r c e n t b u t w a s h i g h e r than t h o s e of 
B e i j i n g a n d T i a n j i n . B e s i d e s , t h e r e w e r e 101 u n i v e r s i t y 
s t u d e n t s p e r e v e r y ten t h o u s a n d p e o p l e in S h a n g h a i . 2 6 
T h u s , w i t h a r e l a t i v e l y h i g h e d u c a t i o n s t a n d a r d of the 
p o p u l a t i o n in the c i t y , FIDSs in S h a n g h a i w i l l h a v e no 
b i g p r o b l e m in e m p l o y i n g c a p a b l e e m p l o y e e s w h o are m o r e 
r e c e p t i v e to the w e s t e r n style t r a i n i n g p r o g r a m s and the 
w a y of s e r v i n g c u s t o m e r s . On the c o n t r a r y , it is 
b e n e f i c i a l for the d e p a r t m e n t s t o r e s to h a v e the k i n d of 
c u s t o m e r s w h o are w e l l - e d u c a t e d s i n c e it w i l l b e e a s i e r 
for t h e m to a c c e p t n e w c o n c e p t s a n d thus to p a t r o n the 
F I D S s . 
E c o n o m i c E n v i r o n m e n t 
E c o n o m i c P e r f o r m a n c e 
• O v e r a l l s p e a k i n g , e c o n o m i c p e r f o r m a n c e of S h a n g h a i 
s h o w s a h e a l t h y t r e n d in r e c e n t y e a r s . G r o s s N a t i o n a l 
•‘ • I 
P r o d u c t (GNP) of R M B 1 9 6 . 6 7 b i l l i o n w a s r e c o r d e d in 
1 9 9 4 , 27 w h i c h r o s e from R M B 1 5 0 . 9 9 b i l l i o n in 1 9 9 3 . T h i s 
26 Ibid., 215 . 
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w a s a 14.3% g r o w t h ^ S and it w a s a b i t less t h a n the 14.9 
p e r c e n t g r o w t h of the year b e f o r e . G r o s s D o m e s t i c P r o d u c t 
(GDP) w a s R M B 1 5 1 . 1 6 b i l l i o n , 4.8 p e r c e n t of the c o u n t r y ' s 
G D P . GDP p e r c a p i t a w a s R M B l l , 686, w h i c h i n c r e a s e d b y 
14.6 p e r c e n t and is r a n k e d the h i g h e s t in 1992 a m o n g the 
s e l e c t e d r e g i o n s as d e p i c t e d in T a b l e 9. 
TABLE 8 
GROSS DOMESTIC PRODUCT (GDP) OF SHANGHAI AND' ITS BREAK-DOWN 
BY INDUSTRIES IN 1980, 1990, 1992 & 1993 
(IN RMB BILLION) 
GDP 1980 1990 1992 1993 
GDP 31.19 74.47 111.43 151.16 
GDP contributed by 1.01 3.21 3.42 3.82 
Primary Industry 
GDP contributed by 23.61 48.27 67.74 90.03 
Secondary Industry 
GDP contributed by 6.57 22.94 40.28 57.31 
Tertiary Industry 
Source: Shanghai Jinqj i Nianjian 1994, 551. 
« * 
27"zhongguo Shangpin Shichang Zhongti Pingwen, Fan 
Tongzhang Jiangwei Xianian Shouwu", Express News, 25 January 
1995, 18. 
28shanghai Jingji Nianjian 1994, 551. 
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TABLE 10 
GDP AND GDP PER CAPITA OF SHANGHAI 
AND SELECTED REGIONS IN 1993 
(IN RMB MILLION EXCEPT FOR GDP PER CAPITA) 
Region GDP GDP from GDP from GDP from GDP 
primary secondary tertiary capita 
industry industry industry 
Beijing 709.1 48.67 345.91 314.87 6805 
Tianjin 411.24 30.26 230.61 41.05 4695 
Shanghai 1065.94 34.16 677.39 354.39 8276 
Guangdong 2293.54 465.83 1053.63 774.08 3575 
Source: Zhongguo Tongji Nianj ian 1993 , 228.. 
Income L e v e l and L i v i n g S t a n d a r d 
I n c o m e p e r c a p i t a of the c i t y d w e l l e r s and f a r m e r s 
in 1993 w a s R M B 4 , 297.44 and R M B 2 , 727 p e r y e a r , a g r o w t h 
of 18.8 p e r c e n t a n d 4.3 p e r c e n t (net of i n f l a t i o n ) from 
1992 r e s p e c t i v e l y . D e p o s i t s in b a n k s p e r p e r s o n w a s 
r e c o r d e d at R M B 7 9 1 . 5 2 , an i n c r e a s e of 32 p e r c e n t from 
1 9 9 2 . For the c i t y d w e l l e r s , l i v i n g e x p e n s e p e r year w a s 
r e c o r d e d at R M B 3 , 5 3 0 . 0 4 in w h i c h o v e r h a l f of the e x p e n s e 
w a s s p e n t on f o o d . T a b l e 10 shows the b r e a k d o w n s of the 
l i v i n g e x p e n s e of an a v e r a g e c i t y d w e l l e r in 1 9 9 3 . 
29 工 b i d . , 570. 
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TABLE 10 
LIVING EXPENSE BREAK-DOWN OF AN AVERAGE CITY DWELLER IN 
SHANGHAI IN 1993 
Living expenses Amount (in RMB) Percentage 
Total 3530.04 100.00 
Food 1867.92 52.92 
Clothing 413.76 11.72 
Household goods 307.32 8.71 
Medical 67.92 1.92 
Transportation 199.32 5.65 
Entertainment & education 301.08 8.53 
Rent and utilities 195.84 5.55 
Miscellaneous 176.88 5.01 
Source: Shanghai Jingji Nianjian 1 9 9 4 , 5 7 0 . 
In s p i t e of the s a t i s f a c t o r y e c o n o m i c i n d i c a t o r s a n d 
i n c r e a s i n g income of the S h a n g h a i p e o p l e , w h i c h are 
f a v o r a b l e f a c t o r s to the g r o w t h of the r e t a i l s e c t o r , o n e 
s h o u l d n o t n e g l e c t the p r o b l e m of i n f l a t i o n . For the 
c o u n t r y as a w h o l e , o v e r a l l i n f l a t i o n rate a n d i n f l a t i o n 
rate of c o n s u m e r g o o d s r e a c h e d t h e i r p e a k s in O c t o b e r , 
1994 b u t h a v e b e e n d e c r e a s i n g g r a d u a l l y s i n c e t h e n . For 
S h a n g h a i , i n f l a t i o n rate w a s e v e n h i g h e r t h a n B e i j i n g , 
T i a n j i n a n d the c o u n t r y ' s a v e r a g e in 1993 as d e p i c t e d in 
T a b l e 1 2 . A s s h o w n in T a b l e 10, o v e r h a l f of the i n c o m e 
of an a v e r a g e c i t y d w e l l e r w a s s p e n t on f o o d , a n d in 1993 
a l o n e , p r i c e s of f o o d h a s i n c r e a s e d b y 2 1 . 1 p e r c e n t t h a n 
1992.30 T h u s , it is b e l i e v e d t h a t b u s i n e s s of F I D S s w o u l d 
30 Shanghai Tongji Nianjian, 570. 
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have been adversely affected since less m o n e y is 
available for the spending on the m o r e expensive imported 
g o o d s . 
B e s i d e s , high inflation rates pose difficulties on 
the retailers as p r i c i n g strategies will be much m o r e 
difficult to be f o r m u l a t e d . Operating in an economy with 
a constantly high inflation rate, retailers m a y need to 
increase the prices of m e r c h a n d i s e s quite often so that 
they do not have to swallow the increased o p e r a t i n g 
c o s t s . But if prices are not increased, p r o f i t m a r g i n s 
w i l l be further eroded and this u n d o u b t e d l y affects the 
a t t r a c t i v e n e s s of the industry u n f a v o r a b l y . 
. TABLE 11 
OVERALL PRICE AND PRICE INDEX OF CONSUMER GOODS IN CHINA FROM 
JANUARY, 1994 TO FEBRUARY, 1995 
(IN PERCENTAGE) 
Month Overall Price Index Price Index of 
Consumer Goods 
January, 1994 19.5 ‘ l^To 
February 22.1 20.9 
March 24.5 ‘ 21.2 
April 23.2 19.5 
May 21.8 18.9 
June 22.7 20.0 
July 24.2 ^ 21.4 . 
August 25.8 23.5 
September 27.4 , 24.6 
October 27.7 ‘ 27.0 
November 27.5 26.4 
December 25.5 23.2 
January, 1995 24.1 21.2 
February 22 . 4 19 . 7 
Source: 、、Changshi Tongzhang Huiluo, Nongcun Rengbu Leguan", 
Mingpao Daily News, 18 March 1995, B2. 
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TABLE 10 
OVERALL PRICE INDEX AND PRICE INDEX OF CONSUMER GOODS OF SHANGHAI 
AND SELECTED REGIONS IN 1993. 
Region Overall Price Index Price Index of 
Consumer Goods 
Beijing 119.0 116.9 
Tianjin 117.6 114.3 
Shanghai 120.2 117.5 
Guangdong 121.6 118.2 
Country's average 114 . 7 113.2 
Source: Zhongguo Tongjizheyao, 46. 
M a r k e t P o t e n t i a l 
D e s p i t e the fact t h a t m a n y r e t a i l e r s are e a g e r to 
get a f o o t h o l d in the S h a n g h a i r e t a i l s e c t o r , some m a y 
c a s t t h e i r doubt" on w h e t h e r the r e t a i l e r s h a v e in fact 
m i s c a l c u l a t e d the b u y i n g p o w e r of C h i n e s e r e s i d e n t s . 
A c c o r d i n g to an i n v e s t i g a t i o n , w i t h the a d v a n c e of 
the h o u s i n g r e f o r m , m o r e t h a n 60 p e r c e n t of u r b a n 
r e s i d e n t s p l a n to s p e n d t h e i r m o n e y on h o u s i n g a n d save 
m o n e y for this p u r p o s e . B e s i d e s , the p a t t e r n of s p e n d i n g 
•••• I 
w i t h i n S h a n g h a i ' s r e t a i l s e c t o r is an i n d i c a t i o n of the 
fact t h a t u n t i l r e c e n t l y d i s p o s a b l e i n c o m e of the a v e r a g e 
c i t i z e n s h a v e o n l y b e e n s u f f i c i e n t for the p u r c h a s e of 
. e s s e n t i a l s as d e p i c t e d in T a b l e 1 0 . F o o d a c c o u n t s for a 
h i g h p r o p o r t i o n of r e t a i l e x p e n d i t u r e in S h a n g h a i a n d 
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e x p e n s e s on n o n - c o m m o d i t y i t e m s , such as m e d i c a l 
t r e a t m e n t , e d u c a t i o n , t o u r i s m and r e c r e a t i o n has b e e n 
i n c r e a s i n g . F o r i n s t a n c e , it is w i d e l y k n o w n that t h e r e 
are n o w m o r e and m o r e k a r a o k e s and n i g h t c l u b s in the 
c i t y a n d t h e y are v e r y m u c h w e l c o m e d b y the S h a n g h a i 
c i t i z e n s . B e s i d e s , since the n u m b e r of c h i l d r e n in an 
a v e r a g e f a m i l y is d e c r e a s i n g , it is n a t u r a l that p e o p l e 
are w i l l i n g to s p e n d m o r e on e d u c a t i n g t h e i r c h i l d r e n , 
such as s e n d i n g t h e m to some n o n - s t a t e - o w n e d a n d 
m o d e r n i z e d k i n d e r g a r t e n s and p r i m a r y s c h o o l s . T h u s , the 
m o n e y t h a t t h e y are w i l l i n g to b u y t h i n g s in the 
d e p a r t m e n t s t o r e s m a y b e l o w e r e d s i n c e t h e i r s p e n d i n g in 
o t h e r i t e m s i n c r e a s e . 
N e v e r t h e l e s s , it is b e l i e v e d t h a t t h e r e is a h i g h 
p o t e n t i a l for the m a r k e t to grow in the long r u n . 
F i r s t l y , if C h i n a is to e n t e r the W o r l d T r a d e 
O r g a n i z a t i o n , i m p o r t e d g o o d s w i l l b e s u b j e c t to l o w e r 
t a r i f f s and p r i c e s are e x p e c t e d to b e l o w e r . T h e r e f o r e , 
t h o s e w h o c a n n o t a f f o r d or do n o t h a v e the w i l l i n g n e s s to 
b u y u n d e r h i g h p r i c e s w i l l c o n s i d e r to p u r c h a s e t h e . i t e m s 
a n d t h u s c o n s u m e r s p e n d i n g is e x p e c t e d ‘ to rise 
a c c o r d i n g l y . 
31、、Forecast of China's Retail Market", Economic Report, 
no.5, (1993), 33. 
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S e c o n d l y , the C h i n e s e p e o p l e ' s c o n s u m p t i o n h a b i t h a s 
c h a n g e d d r a m a t i c a l l y in r e c e n t y e a r s . P e o p l e are in 
g e n e r a l b e c o m i n g m o r e q u a l i t y - and b r a n d - c o n s c i o u s . A s 
p e r an i n t e r v i e w e e from a s t a t e - o w n e d e n t e r p r i s e in 
S h a n g h a i , the r e s i d e n t s ' c o n s u m p t i o n on r e a d y - m a d e 
c l o t h e s h a v e j u m p e d up and the p u r s u i t of n a m e - b r a n d 
p r o d u c t s w i l l b e d o m i n a n t , w h i c h s u p p o r t s the fact that 
t h e r e is r o o m for the d e p a r t m e n t s t o r e s to g r o w . 
B e s i d e s , m a n y c o n s u m e r s come to the FIDSs to look for 
u p s c a l e m e r c h a n d i s e , b i g - t i c k e t s items like m a j o r h o m e 
a p p l i a n c e s a n d e l e c t r o n i c e n t e r t a i n m e n t s y s t e m s . A s 
m e n t i o n e d b y the e x - p r e s i d e n t of S i n c e r e C o m p a n y L t d . , 
M r . S e l w y n M a r ,、、…Es p e c i a l l y TV s e t s , . . . I c a n ' t keep 
t h e m in s t o c k . W e s o l d 20 of t h e m in an h o u r and a h a l f 
one m o r n i n g . 
In f a c t , a r e c e n t n e w s l e t t e r i s s u e d b y J a r d i n e 
F l e m i n g U n i t T r u s t s e s t i m a t e d that 、、… 1.5 m i l l i o n 
p e o p l e come to shop on N a n j i n g R o a d d a i l y . The s t o r e s 
s t a y o p e n r o u g h l y 12 h o u r s a d a y , s e v e n d a y s a w e e k . 
S a l e s are e s t i m a t e d at U S $ 1 0 , 0 0 0 a m i n u t e , t h a t ' s 
US$-600, 000 an h o u r , or U S $ 7 . 2 m i l l i o n a d a y , or U S $ 5 0 . 4 
m i l l i o n a week."33 A c t u a l l y , m a n y of o u r i n t e r v i e w e e s 
b e l i e v e t h a t the r e a l i n c o m e of the S h a n g h a i p e o p l e is 
32、、china's Emerging Big Market", Hong Kong Business, 
(14 July 1994), 23. 
I b i d . . 
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p r o b a b l y h i g h e r b e c a u s e m u c h of it is b e l i e v e d to go 
u n r e p o r t e d . 
In a d d i t i o n , the n u m b e r of h i g h - i n c o m e e a r n e r s has 
b e e n i n c r e a s i n g . A c c o r d i n g to a s u r v e y c a r r i e d out b y 
the F i n a n c e and T r a d e O f f i c e , People‘s G o v e r n m e n t of 
S h a n g h a i , t h e s e h i g h i n c o m e e a r n e r s can b e c l a s s i f i e d 
into the f o l l o w i n g c a t e g o r i e s ^ ^ : -
i) P r i v a t e - b u s i n e s s o p e r a t o r s .and p r i v a t e -
e n t e r p r i s e o w n e r s . S i n c e 1 9 8 0 , w h e n c e n t r a l g o v e r n m e n t 
i n t r o d u c e d its p o l i c y of e n c o u r a g i n g p r i v a t e b u s i n e s s , a 
g r e a t n u m b e r of e n t r e p r e n e u r s h a v e e m e r g e d , c a p i t a l i z i n g 
on the n a t i o n s ‘ m o v e t o w a r d s a m a r k e t e c o n o m y . It is 
e s t i m a t e d that t h e r e are a r o u n d 1 8 0 , 0 0 0 to 1 9 0 , 0 0 0 s u c h 
h i g h - i n c o m e e a r n e r s in S h a n g h a i . 
ii) M e d i a s t a r s . This c e l e b r i t y set i n c l u d e s 
f a m o u s a c t o r s w h o fetch t h o u s a n d s of Y u a n for e a c h 
a p p e a r a n c e and the o r g a n i z e r s of t h e s e p e r f o r m a n c e s , T V 
s h o w s a n d a d v e r t i s e m e n t s . It is e s t i m a t e d t h a t t h e r e are 
a b o u t 10,000 in this g r o u p . , 
- i i i ) B r o k e r s a n d a g e n t s f a c i l i t a t i n g b u s i n e s s d e a l s 
a n d r e c e i v i n g c o m m i s s i o n s , r e b a t e s and m a r g i n s as t h e i r 
r e w a r d . 
34 Leung, Phoebe, 、、Shanghai's Big Spenders", 
International Market News, vol. 105 (1994), 10-11. 
43 
iv) D e a l e r s of t r e a s u r y b i l l s , b o n d s , f o r e i g n 
e x c h a n g e and p o s t a g e s t a m p s e t c . 
V) C e r t a i n e m p l o y e e s , e s p e c i a l l y those at 
m a n a g e m e n t l e v e l , of f o r e i g n - o w n e d e n t e r p r i s e s . 
vi) O p e r a t o r s and c o n t r a c t o r s of o w n e r s h i p 
e n t e r p r i s e s . 
vii) Tour g u i d e s , w h o u s u a l l y r e c e i v e r e b a t e s from 
shops c a t e r i n g for f o r e i g n t o u r i s t s . 
v i i i ) T a x i d r i v e r s . M a n y h i r e car c o m p a n i e s o p e r a t e 
on c o n t r a c t b a s i s and u n d e r this a r r a n g e m e n t , the h a r d e r 
the d r i v e r s w o r k the m o r e t h e y e a r n . 
ix) R e t u r n e e s from o v e r s e a s a p p o i n t m e n t s , and t h o s e 
w i t h r e l a t i v e s d o i n g b u s i n e s s a b r o a d . 
X) C e r t a i n stock s p e c u l a t o r s . In 1 9 9 2 , m a n y of 
t h o s e w h o s p e c u l a t e d in s t o c k w a r r a n t s in the S h a n g h a i 
s t o c k m a r k e t m a d e b i g . T h o s e w h o m a n a g e d to s p e c u l a t e 
c l e v e r l y c o u l d m a k e a p r o f i t of a b o u t R M B 5 , 0 0 0 p e r 
w a r r a n t a n d t o t a l of 2.07 m i l l i o n w a r r a n t s w e r e s o l d in 
s h a n g h a i in 1 9 9 2 . • 
xi) D o u b l e - i n c o m e , s e c o n d - j o b h o l d e r s . 
xii) S a l e s m e n and s e n i o r m a n a g e m e n t p e r s o n n e l . . 
- x i i i ) S p e c i a l t y c h e f s a n d t e c h n i c i a n s . 
xiv) C r e w m e m b e r s of o c e a n - g o i n g v e s s e l s . 
XV) E m p l o y e e s on o v e r s e a s p o s t i n g s . 
T h o u g h it is r e p o r t e d t h a t the a b o v e g r o u p s o n l y a d d 
up to a b o u t 3 p e r c e n t of Shanghai‘s p o p u l a t i o n , it is 
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b e l i e v e d that t h e y are d e f i n i t e l y n o t the o n l y t a r g e t 
c u s t o m e r s of the F I D S s . A s p e r our p r i m a r y d a t a , m a n y 
r e t a i l e r s m e n t i o n e d that they are t a r g e t i n g on the 
m i d d l e - i n c o m e g r o u p , w h o are b e l i e v e d to h a v e the 
w i l l i n g n e s s and a b i l i t y to p u r c h a s e the m e r c h a n d i s e s s o l d 
in the d e p a r t m e n t s t o r e s . 
W i t h an i n c r e a s i n g n u m b e r of h i g h i n c o m e e a r n e r s , 
S h a n g h a i w i l l b e c o m e a m o r e a t t r a c t i v e l o c a t i o n for the 
d e p a r t m e n t s t o r e i n d u s t r y . T h e s e p e o p l e .are w i l l i n g to 
s p e n d on the n o n - s u f f i c i n g items and thus the f a s h i o n a b l e 
p r o d u c t s s o l d b y the FIDSs w i l l c e r t a i n l y b e w e l c o m e d b y 
t h e m . For i n s t a n c e , p e r c a p i t a e x p e n d i t u r e on j e w e l r y 
such as e a r - r i n g s , n e c k l a c e s w a s RMB4 5.3 6 in 1 9 9 3 , w h i c h 
i n c r e a s e d b y 24.3 p e r c e n t t h a n the year b e f o r e , w h i l e the 
e x p e n d i t u r e on g o l d e n j e w e l r y c o n s t i t u t e d 94 p e r c e n t of 
the amount.^^ 
N o n e t h e l e s s , it w i l l a l w a y s b e w i s e for the 
r e t a i l e r s to b r e a k d o w n the p o p u l a t i o n into s e g m e n t s in 
o r d e r to a s s e s s the m a r k e t p o t e n t i a l m o r e a c c u r a t e l y . A s 
per. the p r i m a r y r e s e a r c h , t a r g e t s e g m e n t s of the co-
o p e r a t i v e j o i n t v e n t u r e s at p r e s e n t i n c l u d e the f o l l o w i n g 
g r o u p s : -
35 Shanghai Jingji Nianjian 1994, 302. 
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i) Those engaged in the entertainment industry; 
ii) The m i d d l e - a g e group who have accumulated a 
certain amount of wealth in previous years; 
iii) The expatriates; 
iv) Those young and educated p e o p l e who work in 
foreign joint ventures or tertiary industries, and; 
V) The e n t r e p r e n e u r s , 
A l o n g s i d e with the growth of the economy as a w h o l e , 
it is b e l i e v e d that the size of the a b o v e - m e n t i o n e d 
segments will continue to expand in the coming future, 
w h i c h u n d o u b t e d l y poses a credit to the m a r k e t p o t e n t i a l 
for the FIDSs in the Shanghai d e p a r t m e n t store i n d u s t r y . 
A n d among the above groups, FIDSs can further identify 
the relevant target segments on grounds of the 
p o s i t i o n i n g of their stores in the m a r k e t . By e s t i m a t i n g 
the growth rate of the identified target s e g m e n t s , FIDSs 
can therefore forecast the sales p o t e n t i a l in a m o r e 
p r e c i s e w a y . 
I n f r a s t r u c t u r a l E n v i r o n m e n t 
— . 
T r a n s p o r t a t i o n - w i s e , the city has b e e n s p e n d i n g 
m o n e y on improving b o t h its internal and e x t e r n a l 
t r a n s p o r t a t i o n n e t w o r k . The Shanghai C o n t a i n e r T e r m i n a l 
. C o . L t d . was e s t a b l i s h e d in 1993 and the n u m b e r of b e r t h s 
w i l l be increased from seven to twelve at the end of 
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1 9 9 5 . I n t e r n a l l y , Y a n g b a o D a q i a o has c o m m e n c e d s e r v i c e at 
the end of 1993 w h i c h f u r t h e r i m p r o v e d the t r a n s p o r t a t i o n 
link b e t w e e n P u d o n g and the S h a n g h a i ' s c i t y c e n t e r . 
R o u t e N o . 1 of S h a n g h a i u n d e r g r o u n d r a i l w a y , an 
i n v e s t m e n t of R M B 5 3 . 9 b i l l i o n , has a l r e a d y c o m m e n c e d 
s e r v i c e on the 10th of A p r i l , 1 9 9 5 . T r a i n s run from six 
o ' c l o c k in the m o r n i n g til.l n i n e at n i g h t , w h i l e t o t a l 
l e n g t h of the r a i l w a y is 16.1 m i l e s and one n e e d s to take 
a b o u t 28 m i n u t e s for the w h o l e j o u r n e y . T h e r e are 
a l t o g e t h e r 13 s t a t i o n s and some of the s t a t i o n s are 
l o c a t e d in the m o s t p r o s p e r o u s a r e a s in the c i t y s u c h as 
H u a i h a i R o a d . 
In v i e w of the i m p r o v e m e n t of the t r a n s p o r t a t i o n 
s y s t e m , it is b e l i e v e d that the r e t a i l s e c t o r w i l l b e o n e 
of the b e n e f i c i a r i e s . A c c o r d i n g to our o b s e r v a t i o n , 
t r a f f i c c o n g e s t i o n is a s e r i o u s p r o b l e m in the c i t y . 
T h e r e f o r e , w i t h an i m p r o v e m e n t in the t r a n s p o r t a t i o n 
n e t w o r k such as the i n t r o d u c t i o n of the u n d e r g r o u n d 
r a i l w a y , m a n y r e t a i l e r s b e l i e v e t h a t p e o p l e w i l l b e m o r e 
w i l l i n g to go o u t s i d e for s h o p p i n g and t h e y will, h a v e 
m o r e time to s p e n d in the s t o r e s , w h i c h is f a v o r a b l e to 
the b u s i n e s s of the d e p a r t m e n t s t o r e s . On the o t h e r 
h a n d , this is also a g o o d n e w s to d e p a r t m e n t s t o r e s as 
n a t u r a l l y t h e r e w i l l b e m o r e l o c a t i o n s a l o n g the r o u t e of 
36 Zeng, Hua, 、、Shanghai Shixian Diteimeng, Yihaoxian 
Q u a n x i a n T o n g c h e " , Tai Kung Pao, 11 A p r i l 1995, 5. 
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the u n d e r g r o u n d r a i l w a y for t h e m to c h o o s e to o p e n the 
s t o r e s . 
N e v e r t h e l e s s , t h e r e are o t h e r probleitis s t e m m i n g froiti 
C h i n a ' s u n d e r d e v e l o p e d and o v e r s t r a i n e d i n f r a s t r u c t u r e . 
On g r o u n d s of our p r i m a r y r e s e a r c h , r e t a i l e r s are 
a w a i t i n g i m p r o v e m e n t in o t h e r i n f r a s t r u c t u r a l a s p e c t s . 
For i n s t a n c e , m o s t of t h e m h a v e m e n t i o n e d that p o w e r 
s h o r t a g e w a s a s e r i o u s p r o b l e m in the c i t y . In f a c t , 
this m a y force some large r e t a i l c o m p l e x e s to i n s t a l l 
e x p e n s i v e b a c k u p s y s t e m s . B e s i d e s , t e l e c o m m u n i c a t i o n 
f a c i l i t i e s are far from s a t i s f a c t o r y . G e n e r a l l y 
s p e a k i n g , t e l e p h o n e line is a、、scarcity" in the c i t y a n d 
the c o m p a n i e s h a v e to w a i t for a v e r y long t i m e , w h i c h 
can b e as long as h a l f a y e a r , to h a v e one m o r e t e l e p h o n e 
l i n e . A s i n f o r m a t i o n is one of the keys to s u c c e s s in 
t o d a y ' s b u s i n e s s w o r l d , p o o r t e l e c o m m u n i c a t i o n f a c i l i t i e s 
w i l l d e f i n i t e l y u n d e r m i n e the e f f i c i e n c y of the r e t a i l 
o p e r a t i o n . T h e r e f o r e , the i n a d e q u a c y of i n f r a s t r u c t u r a l 
s u p p o r t s can b e a h i n d e r i n g factor for the i n d u s t r y 
g r o w t h in the r e g i o n . • . 
37h〇 and Leigh, 25. 
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A C o n c l u d i n g C o m m e n t 
In sum, the p o l i t i c a l , h i s t o r i c a l , g e o g r a p h i c a l and 
socio一cultural e n v i r o n m e n t can b e c o n s i d e r e d as f a v o r a b l e 
factors that h e l p in b u i l d i n g up an a p p r o v i n g e n v i r o n m e n t 
and p o s i n g o p p o r t u n i t i e s for f u r t h e r g r o w t h of the 
d e p a r t m e n t store i n d u s t r y . N e v e r t h e l e s s , the v o l a t i l e 
g o v e r n m e n t p o l i c y t o w a r d s the i n d u s t r y is at p r e s e n t the 
m o s t t r o u b l e s o m e o b s t a c l e facing the F I D S s . A c c o r d i n g to 
one of our i n t e r v i e w e e s , t h e i r s e n i o r e x e c u t i v e s h a v e to 
a l l o c a t e on a v e r a g e 70 p e r c e n t of t h e i r r e g u l a r w o r k i n g 
h o u r s in d e a l i n g w i t h the g o v e r n m e n t o f f i c i a l s s i n c e 
t h e r e is no d e f i n i t e set of r u l e s or g u i d e l i n e s for the 
o p e r a t i o n of c o - o p e r a t i v e j o i n t - v e n t u r e d e p a r t m e n t s t o r e s 
< 
in C h i n a . T h e r e f o r e a lot of o p e r a t i o n d e t a i l s are n o t 
c l e a r and d i f f e r e n t o f f i c i a l s m a y i n t e r p r e t t h e m in 
d i f f e r e n t w a y s . 
N o n e t h e l e s s , as far as the e c o n o m i c i n d i c a t o r s of 
the c i t i e s and the m a r k e t p o t e n t i a l are c o n c e r n e d , it can 
b e c o n c l u d e d t h a t t h e s e f a c t o r s , w h i c h a f f e c t the 
a t t r a c t i v e n e s s of the i n d u s t r y in a m o r e s i g n i f i c a n t and 
- . • 
d i r e c t w a y , are of no d o u b t e n c o u r a g i n g . T h e r e f o r e , the 
e n v i r o n m e n t a l f a c t o r s in g e n e r a l are c o n s i d e r e d to b e 
f a v o r a b l e to the d e v e l o p m e n t of the i n d u s t r y . 
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Chapter V 
I N D U S T R Y A N A L Y S I S 
In this s e c t i o n , we are g o i n g to e m p l o y the Five-
Force m o d e l p r o p o s e d b y M i c h a e l E . P o r t e r to a n a l y z e the 
i n t e n s i t y of c o m p e t i t i o n in the S h a n g h a i d e p a r t m e n t s t o r e 
i n d u s t r y . ''The i n t e n s i t y of c o m p e t i t i o n in an i n d u s t r y 
is n e i t h e r a m a t t e r of c o i n c i d e n c e n o r b a c k l u c k . 
R a t h e r , c o m p e t i t i o n in an i n d u s t r y is r o o t e d in its 
u n d e r l y i n g e c o n o m i c structure, and goes w e l l b e y o n d the 
b e h a v i o r of c u r r e n t c o m p e t i t o r . The s t a t e of c o m p e t i t i o n 
in an i n d u s t r y d e p e n d s on five b a s i c c o m p e t i t i v e 
f o r c e s . " 3 8 The five f o r c e s are n a m e l y , s u p p l i e r , b u y e r , 
n e w e n t r a n t s , s u b s t i t u t e a n d i n d u s t r y r i v a l r y . A c c o r d i n g 
to P o r t e r , any i n c u m b e n t firms of a p a r t i c u l a r i n d u s t r y 
. . . . . 
38p〇rter, Michael E., Competitive Strategy: Techniques 
for Analyzing Industries & Competitors, (New York: Free 
• Press, 1980), 3 
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are facing pressure from these five intervening forces. 
、、The collective strength of these forces determines the 
ultimate p r o f i t p o t e n t i a l in the i n d u s t r y . if all of 
them exert a low level of p r e s s u r e , the industry w i l l 
b e c o m e m o r e a t t r a c t i v e . 
Suppliers 
''Suppliers can exert b a r g a i n i n g p o w e r over 
p a r t i c i p a n t s in an industry by t h r e a t e n i n g to raise 
prices or reduce the quality of p u r c h a s e d goods and 
s e r v i c e s . Powerful suppliers can t h e r e b y squeeze 
p r o f i t a b i l i t y out of an industry unable to recover costs 
increase in its own prices."40 in the following 
p a r a g r a p h s , the • b a r g a i n i n g p o w e r of suppliers w i l l be 
investigated with the significant a s s i s t a n c e of our 
p r i m a r y r e s e a r c h . 
U n l i k e other r e t a i l e r s , d e p a r t m e n t stores are b u l k 
p u r c h a s e r s , they seldom b u y their inputs (consumer goods) 
from the w h o l e s a l e r s . R a t h e r , they always p u r c h a s e 
— . ‘ 
di r e c t l y from m a n u f a c t u r e r s . U n d e r the e x i s t i n g 




source their inputs directly from m a n u f a c t u r e r s w i t h o u t 
going through intermediary w h o l e s a l e r s . 
B a s i c a l l y , m a j o r suppliers to department stores are 
leather p r o d u c t s , stationery, a c c e s s o r i e s , clothing, 
k i t c h e n - w a r e , interior decorative goods, c o s m e t i c , 
electrical appliances and footwear m a n u f a c t u r e r s . Though 
they can be divided into local and foreign suppliers, we 
b e l i e v e that their b a r g a i n i n g power can be m e a s u r e d under 
the same f r a m e w o r k . If there _ is., any special 
characteristics of foreign or local suppliers w h i c h w i l l 
s i g n i f i c a n t l y affect their b a r g a i n i n g p o w e r , we w i l l 
address them s p e c i f i c a l l y . In g e n e r a l , we are not going 
to discuss their b a r g a i n i n g power s e p a r a t e l y . 
In order to examine the b a r g a i n i n g p o w e r of 
suppliers, several factors should be c o n s i d e r e d w h i c h 
include switching cost, p o t e n t i a l threat of forward 
i n t e g r a t i o n , degree of c o n c e n t r a t i o n , e t c . In g e n e r a l , 
we b e l i e v e that the b a r g a i n i n g p o w e r of suppliers is 
m o d e r a t e . . 
— . 
Since the switching costs of suppliers are low, 
their b a r g a i n i n g p o w e r is r e l a t i v e l y s t r o n g . A l t h o u g h a 
d e p a r t m e n t store is a b u l k and frequent p u r c h a s e r of 
s u p p l i e r s , there are so m a n y d e p a r t m e n t stores and 
i n d i v i d u a l l y - o w n e d e n t e r p r i s e s who p o s s e s s great d e m a n d 
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for the suppliers' p r o d u c t s . As a result, it is easy for 
the suppliers to switch to other bulk p u r c h a s e r s . It is 
especially true for the foreign suppliers as they have a 
larger international clientele b a s e . B e s i d e s , each b u l k 
and frequent p u r c h a s e r does not contribute to a v e r y high 
p e r c e n t a g e of a supplier's total s a l e s . In short, 
suppliers do not depend on any p a r t i c u l a r d e p a r t m e n t 
store very m u c h . 
In addition, the p o t e n t i a l threat of forward 
integration of some of the suppliers are g r e a t . This is 
e s p e c i a l l y true for some famous b r a n d s p r o d u c e r s , e.g., 
C a r t i e r , Pierre Cardin, R e e b o k , P a n a s o n i c , e t c . In fact, 
famous b r a n d s producers can set up their own retail 
o p e r a t i o n s in China if they can obtain the a p p r o v a l from 
the g o v e r n m e n t . N i k e , M o n t a g u t , M e x x have a l r e a d y set up 
retail outlets in S h a n g h a i . 
On the other h a n d , it is quite d i f f i c u l t for the 
d e p a r t m e n t stores to integrate b a c k w a r d to d e v e l o p the 
m a n u f a c t u r i n g or w h o l e s a l i n g b u s i n e s s . A t present,, m o s t 
of -the cooperative joint v e n t u r e s are n e w l y formed w i t h i n 
the p a s t two or three y e a r s . They have a l r e a d y tied up 
their capital in the retail o p e r a t i o n s . It is quite 
risky for them to further invest in m a n u f a c t u r i n g or 
w h o l e s a l i n g b u s i n e s s b e f o r e they obtain p r o f i t from the 
retail b u s i n e s s . M o r e i m p o r t a n t l y , r e t a i l e r s n e e d to 
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obtain licenses for m a n u f a c t u r i n g or w h o l e s a l i n g 
b u s i n e s s . Thus, the threat of b a c k w a r d integration of 
retailers is low. 
A m o n g suppliers, it seems that the b a r g a i n i n g power 
of famous b r a n d m a n u f a c t u r e r s is s t r o n g . In fact, famous 
b r a n d p r o d u c t s are highly d i f f e r e n t i a t e d inputs to 
d e p a r t m e n t s t o r e s . Famous b r a n d names are unique b e c a u s e 
they have their own image and p o s i t i o n in the c o n s u m e r s ' 
m i n d s . They are also important inputs to retailers as 
the demand for famous b r a n d p r o d u c t s is great in 
S h a n g h a i . A s per our i n t e r v i e w e e s , some of the 
d e p a r t m e n t stores are indeed depending on several famous 
b r a n d s to help them to b o o s t up the total sale 
p e r f o r m a n c e of the whole s t o r e . 
In fact, the m o r e famous the b r a n d s are, the 
tighter are the control on retail p r i c e s e x e r t e d b y 
m a n u f a c t u r e r s . B e s i d e s , the retail p r o f i t m a r g i n s of the 
famous b r a n d p r o d u c t s are generally h i g h e r . This is 
e s p e c i a l l y true for c l o t h i n g , footwear, a c c e s s o r i e s , 
cosmetics and leather p r o d u c t s . Thus, m a n y d e p a r t m e n t 
stores are a c t i v e l y seeking exclusive selling r i g h t s . 
B a r g a i n i n g p o w e r of the local p r o d u c e r s of foreign famous 
b r a n d p r o d u c t s are even h i g h e r than the foreign p r o d u c e r s 
of famous b r a n d s . The local p r o d u c e r s of foreign famous 
b r a n d p r o d u c t s can only sell a small p r o p o r t i o n of their 
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products d o m e s t i c a l l y because of the restriction of the 
joint venture c o n t r a c t s . N o r m a l l y , they are required to 
export m o s t of their p r o d u c t s . Since the prices they 
offered are u s u a l l y significantly lower than the ones of 
their p a r e n t companies in other countries, the demand for 
the local famous b r a n d products is v e r y h i g h . A s a 
result, local suppliers of foreign famous b r a n d s have 
high b a r g a i n i n g p o w e r . 
The strong b a r g a i n i n g p o w e r • of . suppliers is 
n e u t r a l i z e d b y the wide p r o d u c t assortments of d e p a r t m e n t 
s t o r e s . Department store do not need to d e p e n d on any 
p a r t i c u l a r supplier to survive b e c a u s e they have so m a n y 
p r o d u c t s to sell. If a supplier t e r m i n a t e s the 
r e l a t i o n s h i p with a d e p a r t m e n t store, the store w i l l 
still be able to continue its b u s i n e s s b y selling m a n y 
other p r o d u c t s . M o r e o v e r , the s c a t t e r e d n a t u r e of 
suppliers is another factor w h i c h reduces the b a r g a i n i n g 
p o w e r of s u p p l i e r s . It is u n l i k e l y that the suppliers 
w i l l cooperate together to increase their p r o f i t . 
For some d e p a r t m e n t stores w h i c h have m o r e b r a n c h e s 
in d i f f e r e n t parts of C h i n a , the b a r g a i n i n g p o w e r of 
suppliers w i l l be r e d u c e d s l i g h t l y . For e x a m p l e , 
D i c k s o n , S i n c e r e , Shui H i n g , Y a o h a n , e t c . Their 
p u r c h a s i n g v o l u m e w i l l be higher than an i n d e p e n d e n t 
d e p a r t m e n t store w h i c h does not have b r a n c h e s . 
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T h e r e f o r e , it can be e a s i e r for t h e m to b a r g a i n for m o r e 
f a v o r a b l e terms w i t h s u p p l i e r s . W i t h r e f e r e n c e to some 
of our i n t e r v i e w e e s , the S h a n g h a i s t o r e s m a y b o r r o w g o o d s 
from o t h e r b r a n c h e s in o t h e r p a r t s of C h i n a o c c a s i o n a l l y . 
C o n s e q u e n t l y , the r e l i a n c e on s u p p l i e r s can b e r e d u c e d 
s l i g h t l y w h e n some p r o d u c t s are o u t of s t o c k . M o r e o v e r , 
m o s t of the f o r e i g n r e t a i l e r s in S h a n g h a i are a i m i n g at 
the w h o l e C h i n a . A s a r e s u l t , t h e y are w i l l i n g to set up 
m o r e b r a n c h e s and thus the b a r g a i n i n g p o w e r of s u p p l i e r s 
w i l l b e f u r t h e r d e c r e a s e d . . . 
广 
A c c o r d i n g to our i n t e r v i e w e e s , more. i m p o r t e d 
p r o d u c t s can b e f r e e l y flown into C h i n a if the c o u n t r y 
can e n t e r the W o r l d T r a d e O r g a n i z a t i o n . T h e r e f o r e , the 
b a r g a i n i n g p o w e r of s u p p l i e r s m a y b e l o w e r e d in the 
f u t u r e . 
A s a r e s u l t , w s t h i n k that the b a r g a i n i n g p o w e r of 
s u p p l i e r is m o d e r a t e and it s t i l l p o s e s t h r e a t s to the 
i n d u s t r y a t t r a c t i v e n e s s . 
B u y e r s 
、、：Buyers c o m p e t e w i t h the i n d u s t r y b y f o r c i n g p r i c e s 
d o w n , b a r g a i n i n g for h i g h e r q u a l i t y or m o r e s e r v i c e s , a n d 
p l a y i n g c o m p e t i t o r s a g a i n s t e a c h o t h e r all at the 
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e x p e n s e of p r o f i t a b i l i t y . In g e n e r a l , the b a r g a i n i n g 
p o w e r of b u y e r s in the S h a n g h a i d e p a r t m e n t store i n d u s t r y 
is h i g h . 
B u y e r s of d e p a r t m e n t s t o r e s are u s u a l l y e n d - u s e r s of 
the p r o d u c t s and so t h e y w i l l n o t m a k e p r o f i t b y 
r e s e l l i n g the p r o d u c t s . A s a r e s u l t , t h e y w o u l d like to 
ask for the l o w e s t p r i c e s for p r o d u c t s w h i c h are u s e d for 
p r i v a t e c o n s u m p t i o n . B e s i d e s , the p r i c e s of the p r o d u c t s 
s o l d in the FIDSs are n o t l o w . B u y i n g an i t e m from an 
广. 
FIDS s o m e t i m e s a c c o u n t s for a h i g h p r o p o r t i o n of a 
b u y e r ' s i n c o m e . A s p e r one of our i n t e r v i e w e e s , S h a n g h a i 
p e o p l e m a y use m o s t of t h e i r s a v i n g s to b u y an e x p e n s i v e 
b e l t . T h e n , t h e y w i l l s t a r t to save m o n e y a g a i n . 
T h e r e f o r e , p e o p l e are v e r y c a u t i o u s in c h o o s i n g a m o n g 
a l t e r n a t i v e s . N a t u r a l l y , t h e y w i l l b e c o m e m o r e 
d e m a n d i n g . 
The c u l t u r a l c h a r a c t e r i s t i c s of S h a n g h a i p e o p l e a l s o 
m a k e t h e m m o r e p r i c e - c o n s c i o u s and d e m a n d i n g . A c c o r d i n g 
to a d e p a r t m e n t s t o r e e x e c u t i v e w h o is a S h a n g h a i n e s e a n d 
the d i r e c t o r of the T r a d e D e v e l o p m e n t C o u n c i l o.f S h a n g h a i 
o f f i c e , S h a n g h a i p e o p l e h a v e a t e n d e n c y to p r o t e c t 
t h e m s e l v e s s e r i o u s l y a n d m a k e the m o s t e f f i c i e n t u s e of 
t h e i r m o n e y . T h e r e are m a n y p e o p l e l i v i n g in S h a n g h a i 
41ibid., 24. 
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and so life p r e s s u r e is h i g h as t h e y n e e d to c o m p e t e and 
a d v a n c e . S e l f - p r o t e c t i o n is a l w a y s r e m i n d e d 
s u b c o n s c i o u s l y . S h a n g h a i p e o p l e t e n d to t h i n k that 
b u s i n e s s m e n are c h e a t i n g in m a n y t r a n s a c t i o n s . 
C o n s e q u e n t l y , t h e y w o u l d like to u s e t h e i r m o n e y v e r y 
c a r e f u l l y and b u y p r o d u c t s w h i c h can g e n e r a t e the h i g h e s t 
v a l u e for m o n e y . This is, i n d e e d , n o t f a v o r a b l e to the 
d e p a r t m e n t store i n d u s t r y . 
A l t h o u g h some rich p e o p l e m a y ‘ be . loya.1 to some 
p r e s t i g i o u s b r a n d s , m a n y c u s t o m e r s do n o t h a v e s t r o n g 
i d e n t i f i c a t i o n s w i t h b r a n d s . In f a c t , t h e r e are so m a n y 
famous b r a n d p r o d u c t s s o l d in S h a n g h a i , p e o p l e can s w i t c h 
from one b r a n d to a n o t h e r w h i c h w i l l also e n a b l e t h e m to 
show o f f . B e s i d e s , the e f f e c t of b r a n d l o y a l t y is o n l y 
h i g h for l u x u r y c l o t h i n g , c o s m e t i c s a n d a c c e s s o r i e s in 
S h a n g h a i . For some less e x p e n s i v e i t e m s , b r a n d l o y a l t y 
m a y n o t b e h i g h . A c c o r d i n g to a c o n s u m e r s u r v e y a b o u t 
the c o n c e p t s of b r a n d - n a m e p r o d u c t s in C h i n a , o n l y 11.5% 
of u r b a n c l o t h b u y e r s r e g a r d e d t r a d e m a r k as the f i r s t 
t h r e e p u r c h a s i n g standard.42 O t h e r p r o d u c t s . like 
e l e c t r i c a l a p p l i a n c e s , s t a t i o n e r y , h o u s e h o l d a p p l i a n c e s , 
t o y s , e t c . , the e f f e c t of b r a n d l o y a l t y is n o t h i g h . In 
s h o r t , the p r o p e n s i t y for b u y e r s to s w i t c h from o n e b r a n d 
to a n o t h e r is n o t l o w . 
42Deng, Zhongyuan, ��A Survey of Consumption and Brand-
Name Products", China Market, no. 1, (1992), 21. 
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A s buyers are quite willing to switch from b r a n d to 
b r a n d , it is reasonable to state that customer loyalty to 
a p a r t i c u l a r store is low. In fact, m a n y d e p a r t m e n t 
stores executives have m e n t i o n e d that the d e p a r t m e n t 
store industry is an industry w h i c h can h a r d l y obtain a 
high level of customer loyalty to any p a r t i c u l a r store 
unless those stores are specialty s t o r e s . A c t u a l l y , the 
switching cost of a b u y e r from one b r a n d to another or 
from one d e p a r t m e n t store to another is v e r y l o w . There 
is no financial loss of b u y e r s to stop p u r c h a s i n g from a 
d e p a r t m e n t store or a p a r t i c u l a r b r a n d n a m e . The large 
number of department stores and famous b r a n d p r o d u c t s in 
S h a n g h a i do further lower the switching costs of b u y e r s . 
In sum, it is quite difficult for a d e p a r t m e n t store to 
log-in its c u s t o m e r s . 
M o r e o v e r , it is not d i f f i c u l t for b u y e r s to o b t a i n 
m u c h p r o d u c t i n f o r m a t i o n . It is easy for b u y e r s to find 
out information c o n c e r n i n g p r i c e , p r o d u c t q u a l i t y , after-
sale s e r v i c e s , e t c . Since the searching cost for 
information is low, p e o p l e w i l l try to obtain as m u c h 
information as p o s s i b l e . O b v i o u s l y , p r i c e w i l l u s u a l l y 
be the prime c o n s i d e r a t i o n for m o s t of the b u y e r s . If 
the p r i c e of a p a r t i c u l a r p r o d u c t is h i g h e r in one 
d e p a r t m e n t store, b u y e r s w i l l n a t u r a l l y go to another 
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d e p a r t m e n t s t o r e . T h e r e f o r e , the d e p a r t m e n t s t o r e 
i n d u s t r y is facing a p r i c e c o m p e t i t i v e m a r k e t . 
On the o t h e r h a n d , t h e r e are some n e u t r a l i z i n g 
factors w h i c h w o u l d r e d u c e the b a r g a i n i n g p o w e r of 
b u y e r s . B u y e r s are s c a t t e r e d in n a t u r e , i . e . , t h e y w i l l 
n o t form an o r g a n i z a t i o n and b a r g a i n w i t h d e p a r t m e n t 
s t o r e s c o l l e c t i v e l y . B e s i d e s , t h e r e are so m a n y 
c u s t o m e r s that i n d i v i d u a l p u r c h a s e v o l u m e o n l y 
c o n t r i b u t e s to a v e r y s m a l l p r o p o r t i o n , to the t o t a l 
b u s i n e s s of d e p a r t m e n t s t o r e s . T h e r e f o r e , l o s i n g a n y 
p a r t i c u l a r c u s t o m e r w i l l n o t s i g n i f i c a n t l y h u r t the 
p r o f i t a b i l i t y of a d e p a r t m e n t s t o r e . F i n a l l y , the 
p o t e n t i a l t h r e a t of b a c k w a r d i n t e g r a t i o n b y e n d - u s e r s is 
v e r y l o w . It is v e r y u n l i k e l y t h a t b u y e r s w i l l set up a 
d e p a r t m e n t store b e c a u s e t h e y t h i n k t h a t t h e y are 
s q u e e z e d b y the r e t a i l e r s . 
A l t h o u g h t h e r e are some n e u t r a l i z i n g f a c t o r s to 
b a l a n c e the b a r g a i n i n g p o w e r of b u y e r s , g o v e r n m e n t 
r e g u l a t i o n s f u r t h e r s t r e n g t h e n the b a r g a i n i n g p o w e r of 
the S h a n g h a i c o n s u m e r s . In fact, all. o u r i n t e r v i e w e e s 
h a v e c o m p l a i n e d a b o u t the e x c e s s i v e g o v e r n m e n t p r o t e c t i o n 
of c o n s u m e r s a n d a b u s e of c o n s u m e r r i g h t s in m a n y 
o c c a s i o n s • 
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On O c t o b e r 31, 1993, the S t a n d i n g C o m m i t t e e of the 
N a t i o n a l P e o p l e , s C o n g r e s s p a s s e d a n e w set of c o n s u m e r 
p r o t e c t i o n laws w h i c h w a s e n f o r c e d on J a n u a r y 1, 1 9 9 4 . 
U n d e r the n e w laws43, any s e l l e r s are r e q u i r e d to r e p a i r , 
r e f u n d a n d a c c e p t goods r e t u r n e d if b u y e r s r e q u e s t . A n y 
f a i l u r e to c o m p l y is an o f f e n c e to l a w s . 
The S h a n g h a i b u y e r s f r e q u e n t l y u s e this、、right'' e v e n 
t h o u g h t h e r e is n o t h i n g w r o n g w i t h the p r o d u c t s 
S o m e t i m e s , a b u y e r w o u l d ask for r e f u n d -if h i s or h e r 
m o t h e r d i s l i k e d the g o o d s p u r c h a s e d . S o m e t i m e s , a b u y e r 
w o u l d ask for a n e w one a f t e r he or she h a d m i s - t r e a t e d a 
d e l i c a t e s h i r t . In f a c t , t h e y w o u l d e v e n d e s t r o y the 
g o o d s d e l i b e r a t e l y b e c a u s e t h e y m i g h t t h i n k t h a t the 
d e p a r t m e n t s t o r e s w o u l d n o t r e f u n d to t h e m if the g o o d s 
are in g o o d c o n d i t i o n s . T h e r e are so m a n y u n a c c e p t a b l e 
and u n r e a s o n a b l e c u s t o m e r s ' r e q u e s t s for g o o d s r e f u n d a n d 
r e t u r n that the c o n s u m e r s h a v e in fact a b u s e d t h e i r 
r i g h t s . • 
H o w e v e r , the g o v e r n m e n t and the so c a l l e d ''Consumer 
C o u n c i l " w i l l u s u a l l y m a k e a r b i t r a t i o n in f a v o r of 
b u y e r s . T h i s , in f a c t , h a s f u r t h e r e d s t r e n g t h e n e d the 
p s y c h o l o g i c a l m o t i v e of c o n s u m e r s to c o n t i n u e to a b u s e 
t h e i r r i g h t s for r e f u n d a n d g o o d s r e t u r n . 
43The name of the new laws is Xiaofeizhe Quanyi Baohufa. 
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F i n a l l y , some c o n s u m e r s are also s k i l l f u l at 
m o b i l i z i n g the m a s s m e d i a to m i s - r e p o r t that a d e p a r t m e n t 
s t o r e is e x p l o i t i n g the c o n s u m e r r i g h t s if their r e q u e s t 
for r e f u n d or goods r e t u r n are r e j e c t e d . I f the r e p o r t 
w e n t p u b l i c , the g o v e r n m e n t w o u l d s t a r t to give m o r e 
p r e s s u r e s to the d e p a r t m e n t s t o r e and o b v i o u s l y a 
n e g a t i v e c o r p o r a t e image w o u l d b e r e s u l t e d . It s e e m s 
u n b e l i e v a b l e , b u t all of our i n t e r v i e w e e s a g r e e d that 
this is a m a j o r p r o b l e m of the FIDSs in S h a n g h a i . 
In B r i t a i n and the U n i t e d S t a t e s , the g e n e r a l 
p r a c t i c e of r e t a i l e r s is to r e f u n d and a c c e p t g o o d s 
r e t u r n w i t h o u t a s k i n g q u e s t i o n s . One can a b s o r b t h i s in 
the o p e r a t i o n cost and b u d g e t it in the p r i c i n g p r o c e s s . 
R e g r e t t a b l y , m o s t of the F I D S s c a n n o t f o r e c a s t and 
c a l c u l a t e this cost a c c u r a t e l y b e c a u s e t h e y h a v e s t a r t e d 
t h e i r o p e r a t i o n s r e c e n t l y . A t p r e s e n t , t h e y s t i l l do n o t 
h a v e a n y s t r a t e g i e s to t a c k l e this .problem w h i c h h a s 
d i r e c t l y h u r t t h e i r p r o f i t a b i l i t y . N e v e r t h e l e s s , it w i l l 
b e e a s i e r for t h e m to f o l l o w the w e s t e r n p r a c t i c e if t h e y 
can - a c c u m u l a t e m o r e e x p e r i e n c e and m a r k e t i n f o r m a t i o n in 
the f u t u r e . 
^^According to our interviewees, such kind of 
mobilization is.sometimes assisted by government officials. 
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In c o n c l u s i o n , the b a r g a i n i n g p o w e r of b u y e r s in the 
S h a n g h a i d e p a r t m e n t store i n d u s t r y is h i g h w h i c h is 
u n f a v o r a b l e to the r e t a i l e r s . 
S u b s t i t u t e s 
''All firms in an i n d u s t r y are c o m p e t i n g , in a b r o a d 
s e n s e , w i t h i n d u s t r i e s p r o d u c i n g s u b s t i t u t e s p r o d u c t s . 
S u b s t i t u t e s limit the p o t e n t i a l r e t u r n s of an i n d u s t r y b y 
p l a c i n g a c e i l i n g on the p r i c e s firms in an i n d u s t r y can 
p r o f i t a b l y c h a r g e . w e b e l i e v e that the t h r e a t of 
s u b s t i t u t e s is s t r o n g in the S h a n g h a i d e p a r t m e n t s t o r e 
i n d u s t r y . 
In terms of s u b s t i t u t e s , some i n d i v i d u a l l y - o w n e d 
e n t e r p r i s e s sell p r o d u c t s s i m i l a r to the c o o p e r a t i v e 
j o i n t v e n t u r e s . For e x a m p l e , b o u t i q u e s , e l e c t r o n i c 
s t o r e s and f o o t w e a r s h o p s . In a d d i t i o n , some c h a i n 
s t o r e s and m o n o p o l y s t o r e s like B e n e t t o n , E s p i r i t , 
G i o r d a n o , H i t a c h i , e t c . are s u b s t i t u t e s . M o r e 
i m p o r t a n t l y , b i g s h o p p i n g m a l l s w i l l b e m a j o r substitutes 
1 
to d e p a r t m e n t s t o r e s . 
45porter' Michael E., Competitive Strategy： Techniques 
for Analyzing Ir^dustries & Competitors, 23 ^ 
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A c t u a l l y , t h e r e are n u m e r o u s s u b s t i t u t e s to 
d e p a r t m e n t stores in S h a n g h a i . A c c o r d i n g to our 
i n t e r v i e w e e s , s e v e r a l b i g s h o p p i n g m a l l s w i l l b e o p e n e d 
in coining y e a r s . For i n s t a n c e , S h a n g h a i B u y e c h e n g in 
M e i g u o R o a d , S h a n g h a i X i e h e G u a n g c h a n g in N a n j i n g R o a d 
and R u i a n G u a n g c h a n g in H u a i h a i R o a d . M a n y b i g s h o p p i n g 
m a l l s a t t a c h e d to c o m m e r c i a l b u i l d i n g s are e x p e c t e d to b e 
b u i l t in the n e a r f u t u r e . B e s i d e s r e t a i l o u t l e t s , 
e n t e r t a i n m e n t c e n t r e s and r e s t a u r a n t s are t e n a n t s of b i g 
s h o p p i n g m a l l s . So, m u c h p e d e s t r i a n t r a f f i c can b e 
a t t r a c t e d . 
We t h i n k that b i g s h o p p i n g m a l l s are v e r y c l o s e 
s u b s t i t u t e s as t h e y can p r o v i d e a v a r i e t y of p r o d u c t 
c h o i c e s as w e l l as e n t e r t a i n m e n t and d i n i n g f a c i l i t i e s to 
s h o p p e r s . B a s i c a l l y , the d i f f e r e n c e b e t w e e n a b i g 
s h o p p i n g m a l l a n d an i n d e p e n d e n t d e p a r t m e n t s t o r e is 
s l i g h t . A c t u a l l y , some s h o p p i n g m a l l s are v e r y 
s u c c e s s f u l in a t t r a c t i n g s h o p p e r s , a n d g e n e r a t i n g 
r e v e n u e s , e . g . , the S h a n g h a i O r i e n t S h o p p i n g C e n t r e h a s 
r e p o r t e d d a i l y r e v e n u e s t o p p i n g R M B 2 m i l l i o n w h i l e the 
S u n r i s e d e p a r t m e n t s t o r e h a s r e p o r t e d a -inonthly s a l e s of 
o v e r R M B I O m i l l i o n . 4 6 
46bow, Josephine, 、、Shanghai's Department store 
Explosion", International Market News, vol. 105, (1994), 8. 
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The f o r e i g n famous b r a n d c h a i n s t o r e s and m o n o p o l y 
s t o r e s are also s t r o n g s u b s t i t u t e s to d e p a r t m e n t s t o r e s . 
、、The t a s t e f u l style and r e l i a b l e q u a l i t y of t h e i r 
c o m m o d i t i e s , and t h e i r f i r s t - r a t e s e r v i c e and p l e a s a n t 
s h o p p i n g e n v i r o n m e n t , p l u s the a t t r a c t i o n of their b r a n d 
n a m e s u n d o u b t e d l y m a k e t h e m m o r e c o m p e t i t i v e " . 4 7 
H u a n g p u , the l a r g e s t c o m m e r c i a l area in S h a n g h a i , t h e r e 
are m o r e than 25 such s h o p s . T h e y are r e a l l y g r e a t 
t h r e a t to the d e p a r t m e n t s t o r e s . 
M o r e o v e r , t h e r e is an i n c r e a s i n g t r e n d for the 
famous b r a n d c h a i n s t o r e s to e x p a n d t h e i r o p e r a t i o n s . 
L a s t y e a r , the H u a n g p u d i s t r i c t g o v e r n m e n t h a s g i v e n 
p r i o r i t y to the i n t r o d u c t i o n of m o n o p o l y shops.48 T h e r e 
are t h r e e c h a n n e l s for t h e m to e n t e r S h a n g h a i . F i r s t l y , 
t h o s e w i t h r e p r e s e n t a t i v e o f f i c e s in C h i n a m a y o p e n 
e x c l u s i v e l y f o r e i g n - f u n d e d s h o p s . U n d e r this p o l i c y , 
f o r e i g n r e t a i l e r s can set up t h e i r o u t l e t s w i t h o u t 
s c a r i f y i n g t h e i r a u t o n o m y and d e a l i n g w i t h the t o u g h 
C h i n e s e p a r t n e r s . S e c o n d l y , to w o r k in c o o p e r a t i o n w i t h 
d o m e s t i c c o m m e r c i a l g r o u p s . T h i r d l y , to b e i n t r o d u c e d b y 
the., g o v e r n m e n t ' s c o m m e r c i a l d e p a r t m e n t . s i n c e the 
s w i t c h i n g of b u y e r s to s u b s t i t u t e s is l o w , it is c o m m o n l y 
47pan, Qing, ''Name-Brand Shops Mushroom in Shanqhai" 
Economic Reporter, no. 10, (1993), 24. ‘ 
48ibid., 25. 
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b e l i e v e d that the threat of this kind of substitute is 
g r e a t . 
On the other hand, the i n d i v i d u a l l y - o w n e d 
enterprises will sell products w h i c h are price-
c o m p e t i t i v e . The overhead costs of the individually-
owned enterprises are low, so they can sell the p r o d u c t s 
at lower p r i c e s . In some o c c a s i o n s , i n d i v i d u a l l y - o w n e d 
enterprises m a y gain access to some famous b r a n d 
( s u p p l i e r s . A c c o r d i n g to our intervi-ews with the 
d e p a r t m e n t stores' e x e c u t i v e s , buyers do not m i n d where 
they b u y the products but they only concern the b r a n d 
names of p r o d u c t s . A s the i n d i v i d u a l - o w n e d e n t e r p r i s e s 
can offer a higher p r i c e - p e r f o r m a n c e u t i l i t y to 
c u s t o m e r s , they are good substitutes to d e p a r t m e n t 
s t o r e s . This situation is e s p e c i a l l y true to a p p a r e l , 
footwear and electrical a p p l i a n c e s . 
N e v e r t h e l e s s , i n d i v i d u a l l y - o w n e d e n t e r p r i s e s are not 
p e r f e c t s u b s t i t u t e s , p e o p l e can only obtain the core 
p r o d u c t in the i n d i v i d u a l - o w n e d e n t e r p r i s e s , .they cannot 
obtain the a u g m e n t e d p r o d u c t s , such as ‘ shop p i n g 
a t m o s p h e r e , p a c k a g i n g s e r v i c e , after-sale s e r v i c e , e t c . 
H o w e v e r , the famous b r a n d chain stores and b i g s h o p p i n g 
m a l l s can m a t c h the d e p a r t m e n t stores in terms of the 
a u g m e n t e d p r o d u c t s to a great e x t e n t . 
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In s h o r t , b e c a u s e of the t h r e a t of b i g s h o p p i n g 
m a l l s , and to a l e s s e r e x t e n t , the f o r e i g n famous b r a n d 
c h a i n s t o r e s and m o n o p o l y s t o r e s , w e b e l i e v e that the 
t h r e a t of s u b s t i t u t e s is g r e a t in the S h a n g h a i d e p a r t m e n t 
store i n d u s t r y . This is a b s o l u t e l y u n f a v o r a b l e to the 
i n d u s t r y a t t r a c t i v e n e s s . 
N e w E n t r a n t s 
、、New e n t r a n t s to an i n d u s t r y b r i n g n e w c a p a c i t y , the 
d e s i r e to gain m a r k e t s h a r e , and o f t e n s u b s t a n t i a l 
r e s o u r c e s . P r i c e s can b e b i d d o w n or i n c u m b e n t s ' c o s t s 
i n f l a t e d as a r e s u l t , r e d u c i n g p r o f i t a b i l i t y . " 4 9 
A c c o r d i n g to P o r t e r , the t h r e a t of n e w e n t r a n t s can b e 
m e a s u r e d m a i n l y b y two f a c t o r s , n a m e l y , b a r r i e r s to e n t r y 
a n d the r e a c t i o n from e x i s t i n g c o m p e t i t o r s . In the 
f o l l o w i n g p a r a g r a p h s , w e are g o i n g to e x a m i n e the t h r e a t 
of n e w e n t r a n t s b y a d d r e s s i n g the e f f e c t s of t h e s e two 
f a c t o r s . 
R e g a r d i n g to the c h a r a c t e r i s t i c s of the d e p a r t m e n t 
s t o r e i n d u s t r y p e r se, the e n t r y b a r r i e r is n o t v e r y 
h i g h . G e n e r a l l y s p e a k i n g , it is_ n o t d i f f i c u l t for n e w 
e n t r a n t s to g a i n a c c e s s to s u p p l i e r s w h o are n o t 
49porter, Michael E., Competitive Strategy： Techniaues 
for Analyzing Industries & Competitors, T. ^ 
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controlled by the existing p l a y e r s . The required level 
of initial capital is not h i g h . In short, cost 
requirement will not deter the entries of new r e t a i l e r s . 
Furthermore, the existing department stores have no 
collective action to b l o c k new e n t r a n t s . Individual firm 
also does not use any p r e - e m p t i v e strategies to b u i l d up 
entry b a r r i e r . B e s i d e s , the expected intensity of 
retaliation is quite low. A c c o r d i n g to our interviews, 
no interviewee has m e n t i o n e d that they w o u l d employ any 
p r e - e m p t i v e strategies to deter the entries of new firms. 
M o r e o v e r , m o s t of the S i n o — f o r e i g n c o o p e r a t i v e joint 
ventures are losing m o n e y . C o n s e q u e n t l y , they cannot 
further lower the e n t r y - d e t e r r i n g price so as to threaten 
new e n t r a n t s . 
For m o s t of the cooperative joint v e n t u r e s , they do 
not have any absolute cost a d v a n t a g e . In c o n t r a s t , some 
s t a t e - o w n e d d e p a r t m e n t stores p o s s e s s absolute cost 
a d v a n t a g e s , e.g., low rent, low labor c o s t s . H o w e v e r , 
these costs are not sufficient enough to b l o c k new 
e n t r a n t s . O t h e r w i s e , there w i l l not b e . s o many- FIDSs in 
S h a n g h a i . 
The existing p l a y e r s do not obtain any p r o p r i e t a r y 
knowledge and t e c h n o l o g y . it is v e r y easy for an new 
entrant to learn the knowledge and t e c h n o l o g y of 
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operating a department store. For instance, the p a r e n t 
company of the Wings department store is the A d s a l e Group 
who does not have any experience in the department store 
industry before it goes to S h a n g h a i . It is not difficult 
for new entrants to employ some retail experts to help 
them to start from s c r a t c h . 
On the other h a n d , the effect of economies of scale 
m a y help to b u i l d up an entry b a r r i e r . A s m e n t i o n e d in 
the section of suppliers, m o r e b r a n c h e s ‘ in China can 
allow the department stores to transfer p r o d u c t s 
i n t e r n a l l y . Therefore, the stock-out cost of any 
p a r t i c u l a r store m a y be l o w e r e d . B e s i d e s , m o r e b r a n c h e s 
m e a n a higher p u r c h a s i n g volume and so lower average unit 
costs and m o r e favorable terms can be o b t a i n e d easier 
M o r e o v e r , some overhead and a d m i n i s t r a t i v e costs can 
be d e c r e a s e d by a c e n t r a l i z e d system, e.g., staff 
training m a t e r i a l s , o r d e r i n g costs of inputs, e m p l o y e e 
u n i f o r m s , e t c . In a d d i t i o n , the c o m p e t i t i v e p o w e r for 
h i g h l y demanded p r o d u c t s w i l l be strengthened b y 
e s t a b l i s h i n g m o r e b r a n c h e s . A n i n d e p e n d e n t d e p a r t m e n t 
store w i l l stand at an u n f a v o r a b l e p o s i t i o n in g a i n i n g 
supply of some v e r y p o p u l a r items if excess d e m a n d 
e x i s t s . 
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Finally, an effect of a n a t i o n a l l y w e l l - k n o w n 
reputation can be established by setting up more branches 
in different parts of C h i n a . A l t h o u g h this is an 
intangible effect, it can be regarded as a result of 
economies of scale. In sum, economies of scale is one of 
the contributors that constructs an entry b a r r i e r . 
G o v e r n m e n t regulation is the m a j o r entry b a r r i e r of 
the Shanghai department store i n d u s t r y . The central 
f government has only issued two licenses for S i n o — f o r e i g n 
j o i n t - v e n t u r e d department stores in S h a n g h a i . It is 
commonly expected that the central g o v e r n m e n t w i l l not 
issue m o r e licenses until the effects of these two 
licenses are fully e v a l u a t e d . In fact, Y a o h a n and the 
CRC Group have not yet started their o p e r a t i o n s , so, the 
central government w i l l not issue m o r e licenses in the 
near f u t u r e . 
A s m e n t i o n e d b e f o r e , the m u n i c i p a l g o v e r n m e n t has 
d i s c r e t i o n to issue licenses to c o - o p e r a t i v e joint 
v e n t u r e s . A c c o r d i n g to our i n t e r v i e w e e s , the S h a n g h a i 
g o v e r n m e n t has issued m o r e than fifteen bf such l i c e n s e s . 
T h e r e f o r e , there was a d r a s t i c growth in the n u m b e r of 
d e p a r t m e n t stores in the p a s t few y e a r s . The S h a n g h a i 
g o v e r n m e n t has realized that the m a r k e t and p e o p l e n e e d 
some time to absorb so m a n y d e p a r t m e n t s t o r e s . B e s i d e s , 
the S h a n g h a i g o v e r n m e n t needs to examine the e x i s t i n g 
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m a r k e t and re-evaluate the p o l i c i e s . As a result, 
according to our interviewees, it is difficult for 
foreign retailers to obtain a department store license in 
Shanghai in the near future. 
A l t h o u g h the characteristics of the d e p a r t m e n t store 
industry per se are quite favorable to new entrants, 
except the effect of economies of scale, government 
regulations form a solid and high entry b a r r i e r to new 
e n t r a n t s . A s there are already so ina.ny p l a y e r s in 
S h a n g h a i , new comers w i l l p r o c e e d with c a u t i o n s . M a n y of 
them w i l l try to consider m o r e seriously b e f o r e they 
really m o v e in the m a r k e t . In short, the m e n t a l i t y of 
b e c o m i n g a fast follower has been r e d u c e d . in sum, we 
b e l i e v e that the threat of new entrants to the S h a n g h a i 
d e p a r t m e n t store industry is low in the near f u t u r e . 
Intensity of R i v a l r y among E x i s t i n g C o m p e t i t o r s 
''Rivalry among existing c o m p e t i t o r s takes the 
familiar form of jockeying for p o s i t i o n - u s i n g tactics 
like p r i c e c o m p e t i t i o n , a d v e r t i s i n g b a t t l e s , p r o d u c t 
i n t r o d u c t i o n s , and i n c r e a s e d customer service or 
w a r r a n t i e s . R i v a l r y occurs b e c a u s e one or m o r e 
. c o m p e t i t o r s either feels the p r e s s u r e or sees the 
o p p o r t u n i t y to improve p o s i t i o n . In m o s t i n d u s t r i e s , 
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c o m p e t i t i v e m o v e s b y one firm h a v e n o t i c e a b l e e f f e c t s on 
its c o m p e t i t o r s and thus m a y i n c i t e r e t a l i a t i o n or 
e f f o r t s to c o u n t e r the m o v e ; that is, firms are m u t u a l l y 
d e p e n d e n t . This p a t t e r n of a c t i o n and r e a c t i o n m a y or 
m a n y n o t leave the i n i t i a t i n g firm and the i n d u s t r y as a 
w h o l e b e t t e r o f f . If m o v e s and c o u n t e r m o v e s e s c a l a t e , 
then all firms in the i n d u s t r y m a y s u f f e r and b e w o r s e 
off.〃 
In our o p i n i o n , t h o u g h t h e r e are o p p o s i n g f a c t o r s 
t h a t , to a c e r t a i n e x t e n t , c o u n t e r b a l a n c e the v i g o r of 
c o m p e t i t i o n in the d e p a r t m e n t s t o r e i n d u s t r y in S h a n g h a i , 
it is b e l i e v e d that the i n t e n s i t y of r i v a l r y a m o n g 
e x i s t i n g c o m p e t i t o r s is a g r e a t force that u n d e r m i n e the 
a t t r a c t i v e n e s s of the d e p a r t m e n t s t o r e i n d u s t r y in 
S h a n g h a i , and the r e a s o n s w i l l b e g i v e n as follows.50 
One of the d e t e r m i n i n g f a c t o r s of i n t e n s i t y of 
c o m p e t i t i o n is the d e g r e e of d i f f e r e n t i a t i o n . A c c o r d i n g 
to P o r t e r , w h e n the p r o d u c t or s e r v i c e is p e r c e i v e d as a 
c o m m o d i t y or n e a r c o m m o d i t y , c h o i c e b y b u y e r w i l l b e 
l a r g e l y b a s e d on p r i c e a n d p r e s s u r e s for i n t e n s e p r i c e 
c o m p e t i t i o n w i l l r e s u l t , w h i c h e v e n t u a l l y l e a d to a m o r e 
v o l a t i l e c o m p e t i t i o n • 5 1 A c c o r d i n g to our p r i m a r y 
50 Porter, Michael E., Competitive Strategy： Techniques 
for Analyzing Industries & Competitors,~iT^ 
Ibid. 
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r e s e a r c h , a m o n g the c o - o p e r a t i v e j o i n t v e n t u r e s , b u y e r s 
do h a v e c e r t a i n p r e f e r e n c e s to p a r t i c u l a r s t o r e s as the 
i n c u m b e n t firms try to d i f f e r e n t i a t e o n e s e l f from the 
o t h e r s in t e r m s of p r o d u c t a s s o r t m e n t s . In fact, m a n y of 
t h e m are e x c l u s i v e s e l l e r s of c e r t a i n h i g h - e n d b r a n d s . 
W h e n c u s t o m e r s h a v e l o y a l t i e s to t h e s e p a r t i c u l a r b r a n d s , 
t h e y h a v e to go to the p a r t i c u l a r s t o r e s to p u r c h a s e 
t h e m , and this i n e v i t a b l y h e l p s the s t o r e s to s e c u r e 
l o y a l t i e s from the c u s t o m e r s . T h e r e f o r e , p r o d u c t 
d i f f e r e n t i a t i o n h e l p s c r e a t i n g l a y e r s .of i n s u l a t i o n 
a g a i n s t c o m p e t i t i v e w a r f a r e . 
S l o w i n d u s t r y g r o w t h t u r n s c o m p e t i t i o n into a m a r k e t 
s h a r e game for firms s e e k i n g e x p a n s i o n . T h e r e f o r e , 
m a r k e t s h a r e c o m p e t i t i o n is a g r e a t d e a l m o r e v o l a t i l e 
t h a n is the s i t u a t i o n in w h i c h r a p i d i n d u s t r y g r o w t h 
i n s u r e s that firms can i m p r o v e r e s u l t s j u s t b y k e e p i n g up 
w i t h the i n d u s t r y . 5 2 in S h a n g h a i , this f a c t o r t e n d s to 
l o w e r the i n t e n s i t y of c o m p e t i t i o n s i n c e the c i t y h a s 
a t t a i n e d h i g h g r o w t h rate in r e t a i l s a l e s v o l u m e in the 
p a s t few y e a r s . S h a n g h a i ' s r e t a i l s a l e s t o t a l e d R M B 4 8 
b i l l i o n in 1 9 9 2 , up 19.4 p e r c e n t on 1991.53 工打 1 9 9 3 , 
r e t a i l s a l e s v o l u m e r e a c h e d R M B 6 2 . 4 3 b i l l i o n , w h i c h w a s a 
34.3 p e r c e n t i n c r e a s e of 1992.^4 Thus a c c o r d i n g to t h e s e 
52 Ibid., 18. 
53 China's Consumer Market, (Hong Kong ： Trade 
Development Council), 8. 
54 Shanghai Tongji Nianjian 1994, 184. 
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figures and the p r i m a r y r e s e a r c h d a t a , it is b e l i e v e d 
that the i n d u s t r y w i l l s t i l l e x p e r i e n c e a r e l a t i v e l y h i g h 
g r o w t h rate in the c o m i n g few y e a r s . T a k i n g into a c c o u n t 
of this factor p e r se, i n t e n s e c o m p e t i t i o n is u n l i k e l y . 
N e v e r t h e l e s s , t h e r e are o t h e r f a c t o r s that i n t e n s i f y 
the c o m p e t i t i o n and c o u n t e r b a l a n c e the a b o v e - m e n t i o n e d 
o n e s . One of t h e m is the l e v e l of f i x e d and s t o r a g e 
c o s t s r e l a t i v e to v a l u e a d d e d . B a s i c a l l y , h i g h f i x e d 
c o s t s c r e a t e s t r o n g p r e s s u r e s for all -firms to fill 
c a p a c i t y and this s i t u a t i o n o f t e n leads to p r i c e c u t t i n g 
w h e n e x c e s s c a p a c i t y is p r e s e n t . A m o n g the F I D S s , the 
m o s t s i g n i f i c a n t f i x e d c o s t is r e n t . R e g a r d i n g to one of 
the i n t e r v i e w e e s , r e n t a l p a y m e n t , is a b o u t o n e - t h i r d of 
the t o t a l c o s t s of o p e r a t i n g a d e p a r t m e n t s t o r e in the 
c i t y . S i n c e it is b e l i e v e d that this f i x e d c o s t is h i g h 
r e l a t i v e to the v a l u e a d d e d , firms m a y feel e n o r m o u s 
p r e s s u r e s to i n c r e a s e sales v o l u m e so as to b r e a k e v e n . 
On the c o n t r a r y , as the s t a t e - o w n e d d e p a r t m e n t 
s t o r e s do n o t h a v e to b e a r the h i g h r e n t a l .cost, F I D S s 
w i l l p r o b a b l y b e the l o s e r s if the s t a t e - o w n e d s t o r e s 
s e l l s i m i l a r kinds of m e r c h a n d i s e s as t h e y d o . In f a c t , 
t h e s e s t a t e - o w n e d s t o r e s do d e t e r m i n e to c a t c h u p . For 
i n s t a n c e , S h a n g h a i N o . l,s n e w o u t l e t n e x t d o o r to I s e t a n 
s e l l s its m o s t u p - m a r k e t l i n e s on o p e n s h e l v e s .55 A n d 
Leung, Phoebe, 9. 
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a c c o r d i n g to our p r i m a r y r e s e a r c h , t h e s e s t o r e s w i l l also 
try to u p g r a d e t h e i r images b y p r o v i d i n g a b e t t e r 
s h o p p i n g a t m o s p h e r e and s e l l i n g m o r e h i g h - e n d p r o d u c t s . 
T h e r e f o r e , it is l i k e l y that t h e r e w i l l be m o r e 
d u p l i c a t i o n on the p r o d u c t a s s o r t m e n t s a m o n g the r e t a i l 
FIEs and the s t a t e - o w n e d e n t e r p r i s e s , and the r e t a i l FIEs 
w i l l b e at a d i s a d v a n t a g e o u s p o s i t i o n . 
A n o t h e r kind of cost that a f f e c t s the i n t e n s i t y of 
c o m p e t i t i o n is s t o r a g e c o s t . S t o r a g e c o s t 'of m e r c h a n d i s e 
d o e s n o t c o n s t i t u t e a h i g h p r o p o r t i o n of the f i r m s ' c o s t s 
s i n c e m o s t of them o n l y s t o r e i n v e n t o r y for a r o u n d half一 
a - y e a r and s e c o n d l y , t h e y do n o t h a v e to s t o r e the g o o d s 
at. p r i m e l o c a t i o n s . N e v e r t h e l e s s , a n o t h e r s o u r c e of 
p r e s s u r e c o m e s from the n a t u r e of the p r o d u c t s . s i n c e 
some of the p r o d u c t s such as c l o t h i n g and s h o e s are 
s e a s o n a l a n d h i g h l y d e p e n d e n t on the r e c e n t t r e n d s , firms 
w i l l b e v u l n e r a b l e to t e m p t a t i o n s to s h a d e p r i c e s in 
o r d e r to i n s u r e s a l e s . • 
R i v a l r y in an i n d u s t r y b e c o m e s e v e n m o r e i n t e n s e if 
a n u m b e r of firms h a v e h i g h s t a k e s in A c h i e v i n g s u c c e s s 
t h e r e .56 A c c o r d i n g to our f i n d i n g s , g o a l s of all co-
o p e r a t i v e j o i n t v e n t u r e s are e x p a n s i o n a r y in n a t u r e a n d 
so t h e y h a v e the w i l l i n g n e s s to s a c r i f i c e p r o f i t a b i l i t y 
56 Porter, Michael E., Competitive Strategy: Techniques 
for Analyzing Industries & Competitors, ^ 
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in the short r u n . In fact, m a n y of the interviewees have 
explicitly m e n t i o n e d that they have p r e p a r e d to lose in 
few m o r e years as their p r i m a r y goals were to b u i l d up 
their image and capture m a r k e t s h a r e . 
"Competitors diverse in strategies, o r i g i n s , 
p e r s o n a l i t i e s , and relationships to their p a r e n t 
companies have differing goals and different strategies 
for how to compete and m a y c o n t i n u a l l y run head on into 
each other in the competition."57 工打 g e n e r a l , there lacks 
a great deal of d i v e r s i t y among the strategies of 
competitors in the i n d u s t r y . Though FIDSs p o s i t i o n 
themselves as either middle- to h i g h - e n d or h i g h - e n d 
retailers, there is in fact a large d u p l i c a t i o n on their 
target c u s t o m e r s , m a i n l y b e i n g those who w o r k in foreign 
joint ventures and earn a h i g h e r income than the average 
w o r k e r s . With m o s t of them located in p r i m e l o c a t i o n s , 
they try to create a comfortable shopping e n v i r o n m e n t , 
p r o v i d e b e t t e r services and sell the goods at high 
p r i c e s . T e c h n i c a l l y , it is easy for c o m p e t i t o r s to 
imitate strategy in the d e p a r t m e n t store industry; a 
d e p a r t m e n t store seldom owns v e r y c r i t i c a l and 
p r o p r i e t a r y knowledge or resources w h i c h w i l l insulate 
c o m p e t i t o r s from i m i t a t i o n . R a t h e r , s u c c e s s f u l 
strategies are u s u a l l y c o p i e d p r o m p t l y by c o m p e t i t o r s who 
m a y sometimes further refine the strategies i m i t a t e d . In 
57 Ibid., ]9. 
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sum, there is no significant d i s c r e p a n c y among the 
strategies adopted by FIDSs and this d e f i n i t e l y fosters 
the intensity of competition in the i n d u s t r y . 
There are numerous department stores in S h a n g h a i . 
The number of all co-operative j o i n t - v e n t u r e s , including 
the Taiwan-based ones, are already over t w e n t y . B e s i d e s , 
there is a large number of small- and m e d i u m - s c a l e state-
owned d e p a r t m e n t s . For large-scale s t a t e - o w n e d ones, 
ina(inly there are three, n a m e l y S h a n g h a i N a . 1 D e p a r t m e n t 
Store, Shanghai Hualian C o m m e r c i a l B u i l d i n g and Shanghai 
N o . 11 D e p a r t m e n t S t o r e . A l l of these three stores have 
their b r a n c h e s and it is m o s t likely that they w i l l 
renovate and open m o r e b r a n c h e s in the f u t u r e . 
B a s i c a l l y , there is a great d i f f e r e n c e b e t w e e n the co-
o p e r a t i v e j o i n t - v e n t u r e and the s t a t e - o w n e d e n t e r p r i s e s 
in terms of sizes, number of employees and sales v o l u m e s , 
h o w e v e r , the FIDSs themselves are m u c h similar to each 
o t h e r . A c c o r d i n g to Porter's a r g u m e n t , since the 
industry is d o m i n a t e d b y one or a few firms, the 
leader (s) can impose d i s c i p l i n e as w e l l as .play a co-
o r d i n a t i v e role in the industry through d e v i c e s like 
p r i c e l e a d e r s h i p . H o w e v e r , the case is d i f f e r e n t in the 
context of the d e p a r t m e n t store industry in S h a n g h a i . 
Since there is in fact a great d i f f e r e n c e b e t w e e n the 
s t a t e - o w n e d e n t e r p r i s e s and the joint v e n t u r e s in terms 
of target m a r k e t , p r o d u c t a s s o r t m e n t s , p r i c i n g and 
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p r o m o t i o n strategies, the two different kinds of stores 
are in fact competing in virtually two different m a r k e t s . 
Therefore, only the co-operative joint ventures are much 
similar with each other, and the situation will lead to 
instability only because the competitors m a y be prone to 
fight each other and have the resources for sustained and 
vigorous r e t a l i a t i o n . N e v e r t h e l e s s , one should not 
neglect the fact that the state-owned stores are up-
grading themselves in terms of service quality, shopping 
atimosphere, p r o d u c t varieties and q u a l i t y , it is 
foreseeable that competition in the industry w i l l b e c o m e 
b i t t e r and bitter in the coming f u t u r e . • 
Exit barriers are high in the i n d u s t r y . It is 
b e l i e v e d that government d i s c o u r a g e m e n t of exit out of 
concern for job loss is an important exit b a r r i e r . 
A c t u a l l y , it w i l l be dangerous for a firm to take the 
risk as this m a y ruin its r e l a t i o n s h i p w i t h the 
g o v e r n m e n t . A s 、、guanxi,, , i.e. r e l a t i o n s h i p , is c o m m o n l y 
regarded as an important factor in doing b u s i n e s s in 
C h i n a , it m a y be d i f f i c u l t for a firm to r e - e n t e r the 
field or develop other b u s i n e s s e s in the c o u n t r y if it 
q u i t s . Therefore when exit b a r r i e r s are h i g h , c o m p a n i e s 
that lose cannot give up b u t they m a y have to resort to 
extreme t a c t i c s . E v e n t u a l l y , this m a y lead to 
p e r s i s t e n t l y low p r o f i t a b i l i t y of the entire i n d u s t r y and 
reduce its a t t r a c t i v e n e s s . 
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To conclude, each of the five competitive forces has 
its own effects to the industry attractiveness of the 
Shanghai department i n d u s t r y . The b a r g a i n i n g power of 
supplier is m o d e r a t e and not very u n f a v o r a b l e to the 
industry a t t r a c t i v e n e s s . N e v e r t h e l e s s , the b a r g a i n i n g 
p o w e r of b u y e r s , threats of new entrants, substitutes and 
rival competitors are g r e a t . These four factors are 
adversely affecting the industry a t t r a c t i v e n e s s . In sum, 
tlie five competitive forces make ‘ the • industry not 




INDUSTRY ATTRACTIVENESS AND FUTURE TRENDS 
In this section, we are going to analyze the 
attractiveness of the Shanghai department store industry 
by integrating the impacts of the external environment 
and the five competitive forces. Implications can be 
concluded for the existing FIDSs and the potential 
entrants who are planning to enter the Shanghai's m a r k e t . 
Although the external environment is favorable to 
the Shanghai department store industry, the competitive 
forces are negatively influencing the attractiveness of 
the industry. From a strategic point of view, we still 
think that the industry is not attractive in the near 
future. 
It is true that the market potential is huge because 
of the economic development of Shanghai and its abundant 
urban p o p u l a t i o n . However, we think that there is a long 
way to go before the market potential can be fully 
realized and e x p l o i t e d . That means a big market 
potential is there, but the purchasing power of 
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Shanghainese is still not sufficient enough to 
accommodate so m a n y retailers who sell quite expensive 
products in the m a r k e t . 
We think that the m a r k e t p o t e n t i a l is b e i n g 
e x a g g e r a t e d by m a n y p u b l i c a t i o n s . Therefore, m a n y 
retailers have rushed into the m a r k e t . We are not saying 
that the retailing p r o s p e c t is dim, h o w e v e r , if the 
p r e s e n t m a r k e t is so a t t r a c t i v e , m o s t of the FIDSs w i l l 
be己 p r o f i t a b l e . In fact, no retailer can m a k e p r o f i t at 
p r e s e n t . Even Sincere, the first retail FIDS in 
S h a n g h a i , still suffers loss. A l l of our interviewees 
agreed that they are losing m o n e y but are w i l l i n g to wait 
for the long term r e t u r n s . 
A c c o r d i n g to our analysis of the c o m p e t i t i v e forces, 
intense competition is there since there are so m a n y 
capable competitors and close s u b s t i t u t e s . indeed, we 
think that these two factors have c o n t r i b u t e d so m u c h to 
our c o n c l u s i o n that the industry is not a t t r a c t i v e in the 
near f u t u r e . B e s i d e s , the n u m b e r s of p o t e n t i a l , new 
entrants are not few. M a n y big shopping m a l l s , famous 
b r a n d - n a m e m o n o p o l y stores and d e p a r t m e n t stores w i l l be 
o p e n e d . C o m p e t i t i o n is e x p e c t e d to be m o r e and m o r e 
intense while close s u b s t i t u t e s w i l l also impose a h i g h e r 
degree of p r e s s u r e to the survival of F I D S s . The size 
of the cake is not e n l a r g i n g at fast m a n n e r , b u t m a n y 
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p e o p l e are v e r y h u n g r y . T h e y w i l l t r y to use w h a t e v e r 
m e a n s to fight for s u r v i v a l . This is d e f i n i t e l y n o t 
f a v o r a b l e to the e x i s t i n g p l a y e r s . 
M o r e o v e r , the future c o m p e t i t i v e p o w e r of the state-
o w n e d d e p a r t m e n t s t o r e s c a n n o t b e i g n o r e d . S h a n g h a i N o . 
1 D e p a r t m e n t S t o r e has f o r m e d a j o i n t v e n t u r e w i t h Y a o h a n 
and the n e w s t o r e w i l l b e o p e n e d in the s e c o n d h a l f of 
this y e a r . B y l e a r n i n g the e x p e r i e n c e from the f o r e i g n 
r e t a i l e r s , m a n y s t a t e - o w n e d d e p a r t m e n t . s t o r e s h a v e 
r e f o r m e d t h e m s e l v e s . For e x a m p l e , the n e w H u a l i a n 
d e p a r t m e n t store o p e n e d s e v e r a l m o n t h s a g o . In a d d i t i o n 
to a n e w s u p e r m a r k e t , the s t o r e has i m p r o v e d so m a n y 
a s p e c t s in r e s p o n s e to the m a r k e t n e e d s , e . g . , p r o d u c t 
a s s o r t m e n t s , i n t e r i o r d e c o r a t i o n , o p e n - s h e l v e s d i s p l a y s , 
e t c . 
W e e x p e c t that t h e r e w i l l b e m o r e a n d m o r e p r e s s u r e 
for t h o s e s t a t e - o w n e d d e p a r t m e n t stores- to m o v e u p w a r d as 
g o v e r n m e n t s u b s i d y w i l l b e r e d u c e d a l o n g w i t h the 
d e v e l o p m e n t of the m a r k e t m e c h a n i s m . S i n c e t h o s e s t a t e -
o w n e d s t o r e s p o s s e s s some a b s o l u t e a d v a n t a g e s , e . g . , 
p r i m e l o c a t i o n , b i g s h o p p i n g a r e a s , p r e f e r e n t i a l 
t r e a t m e n t s b y some s u p p l i e r s , e t c . , t h e y w i l l b e c a p a b l e 
c o m p e t i t o r s if t h e y can u p g r a d e t h e m s e l v e s p r o p e r l y . 
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In addition, existing regulations are not 
c o m p r e h e n s i v e . The FIDSs are facing a volatile 
regulatory e n v i r o n m e n t . It is expected that the Shanghai 
government will m o d i f y the existing retail policies 
b e c a u s e the development of the retail sector is at its 
embryonic s t a g e . N o n e t h e l e s s , m o d i f i c a t i o n s m a y not be 
favorable to the existing p l a y e r s . In fact, the existing 
regulations are quite t o u g h . Owing to the d i f f e r e n c e in 
b u s i n e s s m e n t a l i t y b e t w e e n the Chinese officials and 
th《eir w e s t e r n c o u n t e r p a r t s , changes in regulations m a y 
not be so favorable to the F I D S s . 
A s a result, we w o u l d recommend the p o t e n t i a l new 
entrants should better w a i t for several years for 
improvement and expansion of the m a r k e t . P o t e n t i a l 
entrants should then p o s s e s s sufficient p r e p a r a t i o n and 
knowledge to exploit the m a r k e t p o t e n t i a l . 
On the other h a n d , the long term p r o s p e c t cannot be 
i g n o r e d . The strengths of the retail sector, together 
with the c h a r a c t e r i s t i c s of S h a n g h a i , suggest, that there 
is a real o p p o r t u n i t y to develop the city as one of the 
b i g g e s t and b e s t shopping centres in the r e g i o n . The 
scale and q u a l i t y of d e m a n d , the extent of c o m p e t i t i o n 
and i n t e r n a t i o n a l interest in the sector, all suggest 
that e x p a n s i o n and i m p r o v e m e n t of sectors is likely there 
over the next few y e a r s . 
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B e s i d e s , the m a r k e t situation changes so fast and we 
b e l i e v e that the existing players can m a k e profit in the 
long run if they can formulate appropriate s t r a t e g i e s . 
A s a result, we w o u l d not suggest the existing retailers 
to retreat from the Shanghai m a r k e t . They should p r e p a r e 
sufficient financial resources to enable them to lose 
m o n e y for several y e a r s . They should formulate long term 
strategies w h i c h can e f f e c t i v e l y exploit the huge m a r k e t 
p o t e n t i a l . 
In the future, competition w i l l d e f i n i t e l y be m o r e 
and m o r e intense, but the retail m a r k e t w i l l be m o r e 
d e v e l o p e d with a b e t t e r set of r e g u l a t i o n s . with the 
a c c u m u l a t i o n of success and failure e x p e r i e n c e , it is 
reasonable to anticipate that, the g o v e r n m e n t w i l l 
formulate m o r e c o m p r e h e n s i v e rules and r e g u l a t i o n s in 
governing the d e p a r t m e n t store i n d u s t r y . C l e a r e r 
guidelines and a lower level of u n c e r t a i n t y can be 
e x p e c t e d . • 
〇n the other h a n d , m o r e w e s t e r n retail concepts w i l l 
a l s o be landed and thus the industry w i l l c o n t i n u e to 
g r o w . Sluggish c o n d i t i o n is v e r y u n l i k e l y to be 
r e s u l t e d . In fact, there are so m a n y w e s t e r n style 
s u p e r m a r k e t s in the t e r r i t o r y . The Y a o h a n G r o u p has 
claimed that all of its supermarkets are p r o f i t a b l e in 
S h a n g h a i . B e s i d e s , we b e l i e v e that m o r e w e s t e r n 
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m a r k e t i n g c o n c e p t s such as d i r e c t s e l l i n g , tele-
m a r k e t i n g , m a i l - o r d e r i n g e t c . , w i l l be i n t r o d u c e d to 
S h a n g h a i . R e t a i l e r s like g e n e r a l m e r c h a n d i s e s t o r e , 
. d i s c o u n t s t o r e s w i l l also turn on t h e i r f l u o r e s c e n t t u b e s 
in s h o p p i n g d i s t r i c t s . A c t u a l l y , W a l - M a r t is p l a n n i n g to 
i n v a d e the S h a n g h a i r e t a i l i n g market.58 
T h e r e are also o p p o r t u n i t i e s for m a j o r r e t a i l e r s in 
S h a n g h a i to e x p a n d into o t h e r p a r t s of C h i n a . B e c a u s e 
S h a n g h a i is in the v a n g u a r d of m o d e r n i z a t i o n in C h i n a , 
b o t h l o c a l and o v e r s e a s firms can u s e the c i t y as a 
s t e p p i n g s t o n e to m a j o r e x p a n s i o n t h r o u g h o u t the c o u n t r y . 
F i n a l l y , FIDSs s h o u l d r e c o n s i d e r t h e i r i n v e s t m e n t 
i n t e n t i o n s if o p e r a t i n g c o s t s , e . g . , r e n t , s a l a r y , e t c . , 
c o n t i n u e to rise as fast as t h e y d i d o v e r the last few 
y e a r s , b e c a u s e the p u r c h a s i n g p o w e r of the l o c a l 
p o p u l a t i o n is n o t yet s u f f i c i e n t to j u s t i f y s u c h h i g h 
c o s t s . A t p r e s e n t , m o s t o v e r s e a s firms j u s t i f y t h e i r 
p r e s e n c e in S h a n g h a i as b e i n g an e s s e n t i a l p a r t of 
l e a r n i n g p r o c e s s in C h i n a , b u t t h e y w i l l n o t do t h i s 
i n d e f i n i t e l y . • 





In conducting the study on the selected topic, there 
are several limitations that we would like to p i n p o i n t . 
Firstly, though we have conducted a field-study on 
the environment, there have been great changes in the 
city from time to time and there is difficulty for us to 
keep track on the most up-dated changes. For instance, 
Sincere has now completed phase two of the department 
store and the underground railway has already commenced 
service. Therefore, we will have no way to assess the 
impact of this change by observing the environment again 
due to the time, human resources and financial 
constraints. 
- > 
Secondly, we have only conducted interviews with 
some of the co-operative joint v e n t u r e s . In fact, 
information collected through these interviews serves as 
.an important source of information for the part of . 
industry analysis, however, this kind of p r i m a r y 
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information is rather subjective in nature in some 
o c c a s i o n s . 
Finally, as per our d i s c u s s i o n , government p o l i c y is 
one of the important factors that affect the 
attractiveness of the i n d u s t r y . H o w e v e r , no interview 
could be arranged with the government officials 
concerned, and thus the impacts of the p o l i c i e s can be 
assessed only b a s e d on the opinions of the retail 
and the secondary i n f o r m a t i o n . ‘ 
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Chapter VIII 
FUTURE RESEARCH AREAS 
( I n this paper, we have studied the department store 
industry in Shanghai from a strategic marketing point of 
v i e w . Nonetheless, there are several areas that can be 
focused for future research. For instance, industry 
attractiveness is chosen as the hub of this paper but 
researchers can go into the company level analysis and 
suggest strategies for the p r a c t i t i o n e r s . Besides, as 
far as operational issues are concerned, studies can be 
conducted from a retail management p e r s p e c t i v e . Last but 
not least, one can also carry out longitudinal studies 
from a similar perspective as the 'authors so that 
interested parties can keep track on the speedy changes 
that go on in the industry. , 
In order to understand more about the retail sector, 
several other aspects can be examined such as consumer 
behavior and attitudes, the development of the wholesale 
system and its impacts to retailers. 
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